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PUBLIC VERSION

Before the
COPYRIGHT ROYALTY JUDGES

Washington, D.C.

In the Matter of
)
)
) Docket No. 2006-1 CRB DSTRA

Adjustment of Rates and Terms for )
Preexisting Subscription and Satellite )
Digital Audio Radio Services )

INTRODUCTORY MEMORANDUM TO THE WRITTEN

REBUTTAL STATEMENT OF XM SATELLITE RADIO INC.

XM Satellite.Radio Inc, ("XM") hereby presents its Written Rebuttal Statement to

the Copyright Royalty Judges. Pursuant to 37 CFR $ 351.4(b)(3), XM's Written

Rebuttal Statement includes the joint Amended Rate Proposal of Sirius Satellite Radio

Inc. ("Sirius") and XM.'n addition to presenting the Amended Rate Proposal, XM's

Written Rebuttal Statement contains testimony that responds to and rebuts the written and

oral testimony of SoundExchange's witnesses, as well as responds to requests for rebuttal

responses posed to XM witnesses by the Judges during the direct phase of the proceeding,

For the convenience of the Judges, the following pages of this memorandum briefly

summarize the various sections and testimony in XM's Written Rebuttal Statement,

which includes both fact witness testimony &om XM's Mark Vendetti and expert witness

2
testimony jointly sponsored with Sirius.

I. The Amended Rate Proposal of Sirus and XM (Vol. 1, Tab 2)

'he Amended Rates and Terms are provided under Tab 2 of this first volume.

The testimony of Mr. Vendetti is contained in Volume 2 of XM's Rebuttal Statement. The expert testimony jointly

submitted with Sirius has been provided in separate volumes.
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Sirius and XM propose that the SDARS pay $ 1.20 per play for 2007, with "play"

defined in the.amended proposed regulations as each transmission of a copyrighted sound

recording by the service, regardless of the number of listeners, excluding incidental and

directly-licensed performances. The SDARS propose annual changes to the per-play

rate equal to the percentage change in the number of combined year-end subscribers for

the SDARS in the preceding year. For example, if the year-end subscribers at year-end

2007 are 20% higher than year-end 2006, the per-play rate for the SDARS for 2008 will

increase by 20%.

Sirius and XM are proposing amended rates and terms for a number of reasons.

First, during the direct-phase hearings, the Court expressed a specific interest in whether

the methodology by which Dr. Woodbury constructed his percentage-of-revenue rate

proposal was susceptible to being translated into a per-play metric. As Dr. Woodbury

explains in his written rebuttal testimony, such conversion was readily accomplished.

We note that his per-play rate recommendation continues be predicated on the

adjustments to benchmark rates necessary to account for the SDARS'assive investment

in a new satellite-delivered distribution system (the so-called "functionality" adjustment)

and the fact that a substantial part of the SDARS'ervices consists of non-music

programming.

Second, as Professor Roger Noll and Dr. Woodbury testify, a per-play rate will

provide the SDARS with the ability to exercise at least some degree of control over their

sound recording royalty payments by adjusting their use of sound recordings and/or

utilizing direct-licensing payment alternatives to the SoundExchange blanket license.

Such a fee structure avoids a potential expropriation of revenues by SoundExchange that
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are more properly attributed to non-music programming, technological innovations of the

SDARS, and the like. Finally, Sirius and XM have had the opportunity to consider the

Judges'ate Determination in Docket 2005-1, in which the Judges described several

reasons why a usage-based metric may be preferable to one based on a percentage of

revenue.

II. Fact Witness Testimony from XM Satellite Radio Inc. (Vol. 2)

A. Mark Vendetti

Mr. Vendetti, XM's Senior Vice President of Corporate Finance, presents updated

financial information and projections for XM, as requested by the Judges during direct

oral testimony, and in response to the direct-phase testimony of SoundExchange

witnesses Sean Butson and Michael Pelcovits. Mr. Vendetti's testimony is based on

published XM results through the first quarter of 2007, XM's mid-year review of its 2007

annual budget, and an average of forecasts for the period 2007-2012 from 19 analysts

who cover XM.

Mr. Vendetti explains that current 6nancial projections for 2007-2012 reveal

much more modest growth than previously anticipated at the time of the filing of his

direct testimony. Specifically XM has experienced unexpected declines in aftermarket

sales (i.e., sales of XM receivers and subscriptions through direct sales or third party

retailers and distributors, such as Best Buy Co., Inc,) [[
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Mr. Vendetti discusses a consensus report of recent forecast projections for the

period 2007-2012 &om 19 analysts who cover XM. Based on current analyst forecasts,

XM is not projected to reach profitability until 2011, when it would post a modest net

income of $ 137.6 million (5.5% ofprojected 2011 revenues) after ten years of

commercial broadcast operations. The consensus analyst forecast reveals a projection of

, 17.4 million subscribers for 2012 — almost three million fewer than projected by Mr.

Butson in his testimony for SoundExchange. XM revenue in 2012 is likewise projected

to be substantially lower than Mr. Butson predicted: $2.583 billion as opposed to

$3.243 billion.

Those downwardly-revised projections, Mr. Vendetti explains, are based on the

assumption that the sound recording royalty rate will remain relatively stable. Were a

substantial increase in that rate implemented, this would only serve to delay, ifnot

jeopardize altogether, XM's ability to become a financially stable and profitable

enterprise.

III. Expert Witness Testimony Jointly Submitted with Sirius Satellite Radio

A. John Woodburv

John Woodbury, Ph.D., a Vice President at CRA International, will expand his

analysis in response to the Judges'uestions from the direct phase of the proceeding by

demonstrating that his ratio ofupstream and downstream costs will stay relatively

We note for the Court's convenience that the descriptions in this section of the
memorandum are identical to those contained in Sirius'ntroductory memorandum.
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constant during the period between 2007 and 2012 (necessitating only a slight increase in

his proposed rates) and by translating his proposed percentage-of-revenue fee in to a per-

play metric that forms the basis of the SDARS'mended Rate and Terms.

Dr. Woodbury also responds to Dr. Ordover's use of the DBS TV services as a

rate benchmark by demonstrating that the DBS services involve different buyers,

different sellers, different types of works, different rights, and very different cost

structures. With respect to Dr. Ordover's other music-industry benchmarks,

Dr. Woodbury demonstrates the myriad differences between the benchmark licensee

services and the SDARS, the instability of the benchmark prices, and the fact that

Dr. Ordover did nothing to account or adjust for different elasticities of demand, cost

structures, or levels of investment in the benchmark and SDARS markets. Moreover,

Dr. Woodbury highlights the sensitivity of Dr. Ordover's analysis to the particular

benchmark agreements selected — a point illuminated by Dr. Ordover's rejection of the

record companies'ustom radio deals.

Finally, Dr. Woodbury addresses the testimony ofDr. Pelcovits, and points out

the significant advertising, branding and other non-content benefits conferred on Sirius

by its agreement with Howard Stern, all of which are ignored by Dr. Pelcovits'nalysis.

Dr. Woodbury also explains how Dr. Pelcovits misuses the Shapley Value cooperative

game model in a way that biases the results in favor of the record companies and

highlights the inappropriateness of the model for rate-setting.

B. Roar Noll

Roger Noll, Ph.D., Professor of Economics Emeritus at Stanford University, will

testify that SoundExchange's fee proposal — including the "surplus" model premised on
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the analysis of Mr. Butson and adopted by Dr. Pelcovits — seeks to expropriate the value

and benefit of the massive investments that the SDARS have made to start and develop

their businesses and to deny any return upon such investments. Such expropriation is

inconsistent with public policy as embodied in the 801(b)(1) factors; it is also

inconsistent with how a competitive market would function, despite SoundExchange's

proffer of a rate that allegedly would emerge in a "workably" competitive market. What

is more, SoundExchange's fee proposal, even under Mr. Butson's overly optimistic

projections, would deny the SDARS the proper competitive return not only for their

capital investments, but for their forward-looking investments as well.

Professor Noll will explain that SoundExchange, and Dr. Ordover in particular,

have misconstrued the section 801(b)(1) factors such that their proposed rates eliminate

the incentive of the SDARS to maximize the availability of sound recordings; extract

excess, unfair returns to copyright owners beyond what is necessary to induce the supply

of sound recordings; ignore the massive technological contributions and risk of the

SDARS; and compromise the ongoing viability of the SDARS. Professor Noll furler

testifies that SoundExchange has misused Professor Wind's survey data by, among other

things, overstating the value of music to the SDARS by measuring the "all or nothing"

value — the value that would be demanded by a monopoly seller — rather than the

incremental contribution of a single record company, which is the upper bound on the

price that would emerge in a competitive market. He also explains that the Shapley

Value model is an inappropriate method to set royalty rates, as it does not result in

competive or fair prices or produce the stable outcome of a market process. Professor

Noll explains that in any event, the method has been misapplied by Dr. Pelcovits to
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ignore the contributions of certain key parties (electronics companies, auto manufacturers,

consumers) and thus to systematically overstate the contribution of record labels to the

SDARS'evenues.

Finally, Professor Noll testifies that the benchmarks relied upon by Dr. Ordover

are not appropriate benchmarks because they fail, among other things, to account for (i)

the different buyers, sellers, and rights sold, opportunity costs, and levels of substitution

for CD sales in the benchmark markets; (ii) the fact that the SDARS, unlike any other

service, spent billions of dollars to create their distribution system from scratch; and (iii)

the availability and importance of non-music programming as a substitute for music

programming on the SDARS. Professor Noll also describes the lack of reliability of

payments to Howard Stern — for exclusive, nonmusic content — as a useful benchmark

for sound recording rights, and the similar shortcomings of Professor Ordover's DBS

benchmark.

C. George Benston

George Benston, Ph.D., the John H. Harland Professor of Finance,

Accounting and Economics at the College and Business School of Emory University,

evaluates the non-music programming benchmark offered by Dr. Pelcovits in his

Amended Written Direct Testimony. Dr. Benston first describes the conceptual and

methodological flaws in Dr Pelcovits'doption of this benchmark. He then

demonstrates that when the value of the advertising benefits provided by non-music

programming are taken into account, and when the analysis is conducted over the

relevant term (2007-2012) rather than just 2006, Dr. Pelcovits'wn methodology leads to

the conclusion that the payments made for non-music programming content imply a fee
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for sound recordings in the range of 3-4% of revenue over the course of the license period

— far below Dr. Pelcovits'stimate.

D, William Fisher

William (Terry) Fisher, Ph.D., J.D., Wilmer Hale Professor of Intellectual

Property Law at Harvard Law School and Director of the Berkman Center for Internet

and Society, will rebut the opinions of Dr. Ordover and Dr. Pelcovits that section

801(b)(1) of the copyright statute is best satisfied by rates that mirror those negotiated in

voluntary market transactions. He will explain that this interpretation is contrary to the

plain language and legislative history of the statute and will offer his perspectives on the

history and significance of the section 801(b) standard. Professor Fisher's testimony

specifically examines each of the factors under section 801(b) and concludes that

application of the factors requires the Copyright Royalty Judges to be especially

solicitous of the circumstances, contributions, and interests of Sirius and XM, In

response to a request by the Judges, Professor Fisher additionally addresses certain prior

distribution proceedings conducted under section 111 for their potential relevance here.

E, John Hauser

John EIauser, Ph.D., Professor of Marketing at the Sloan School of Business

(Massachusetts Institute of Technology), provides an analysis of many of the critical

flaws that infect the survey and analysis performed by Dr. Yoram Wind, which attempted

to ascertain a value for "music programming" on the SDARS. Professor Hauser

explains that the Wind survey was flawed in multiple respects, including a complete

failure to distinguish the sound recording right at issue here from the many technological

innovations and other types of "value" contributed to "music programming" by the
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SDARS — values that properly are not attributable to the sound recording right. Further,

Professor Hauser explains that the results derived from Dr. Wind's "willingness-to-pay"

question — which formed a key input into the analyses performed by SoundExchange's

experts Dr. Pelcovits and Dr. Ordover — were flawed by biases that resulted in a vast

inflation in the "value" of music programming. The various flaws in the Wind survey

led SoundExchange's other experts to incorrectly estimate that approximately 55% of all

SDARS subscribers were "attributable" to music prograirnning — a mistaken conclusion

that greatly inflated their estimates of an appropriate royalty rate,

By conducting two different surveys, Professor Hauser demonstrates how the

flaws in the Wind survey resulted in a drastic overestimation of the "value" of sound

recordings. Professor Hauser addresses in his initial study many of the critical flaws in

the Wind survey by conducting his own mall-intercept survey. By fixing, among other

things, Dr. Wind's omission of salient SDARS features and the bias inherent in his

questionnaire, Professor Hauser's mall-intercept survey provides data thatsubscribers'and

"considering" subscribers') "willingness to pay" for the sound recording right at

issue here is only $ 1.78, not $ 6.80 as estimated by Dr. Wind. Professor Hauser also

presents an Internet survey he conducted to more carefully parse out the value of the

sound recording right at issue in this case from the value of "music programming" overall

(which is the only thing that Professor Wind even purported to measure), According to

this survey, when other key features added to music programming by the SDARS are

factored in, subscribers attribute only 15.8% of the total value of "music programming"

to the sound recording right properly at issue here.
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F. Erich Joachimsthaler

Erich Joachimsthaler, Ph.D., founder and Chief Executive Officer of Vivaldi

Partners, a strategic marketing and brand strategy consulting finn, will explain the

importance of powerful brands and the value of associating with those brands.

Dr. Joachimsthaler will demonstrate that each of the major entities and personalities with

which Sirius and XM have entered into non-music deals, such as Martha Stewart, Opie 2

Anthony, and NASCAR, are powerful brands epitomized by high awareness, favorable

and unique associations, perceived superior quality, and consumer loyalty.

Dr. Joachimsthaler will further explain that, by associating with these renowned brands,

Sirius and XM draw upon their attributes as a means of strengthening their own brands

and differentiating themselves from terrestrial radio and from each other. Sirius and

XM thus have reaped significant benefits above and beyond the content provided

pursuant to the deals — benefits that the right to play sound recordings does not provide.

Accordingly, Dr. Joachimsthaler rejects Dr. Pelcovits'ontention that the amounts paid

by Sirius and XM for non-music programming are a valid benchmark for the value of the

sound recording performances.

G. Bruce Silverman

Bruce G. Silverman, principal of Bruce Silverman Consulting with forty years of

experience in marketing and advertising, will discuss and quantify the significant

marketing and promotional value of several of the major agreements that Sirius and XM

have entered into with non-music content providers such as Howard Stern, Oprah

Winfrey, the National Football League, and Major League Baseball. Mr. Silverman will

explain why, contrary to one of Dr. Pelcovits'heories, it is not appropriate to use the

10
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amounts paid for such exclusive non-music programming as a benchmark for the sound

recording performance royalty rate without accounting for the additional benefits those

agreements provide for Sirius and XM above and beyond the value of the non-music

content itself. Mr. Silverman will focus on one such benefit, namely, the valuable

publicity generated for Sirius and XM by each of the deals. He will demonstrate the

magnitude of this benefit by quantifying the broadcast and print media "impressions"

generated by each of these deals and by valuing those impressions based on standard

commercial rates for commensurate advertisements and promotional appearances.

Mr. Silverman will also discuss the strategic value of the non-music deals in

differentiating XM and Sirius &om terrestrial radio and from each other.

H. Dar I Martin and Russell L, Parr

Daryl Martin and Russell Parr, Consor Intellectual Asset

Management, will use well-established methods of evaluating brand and trademark value

to quantify numerous benefits provided to Sirius and XM through their association with

well-known non-music brands ranging &om Howard Stern to Major League Baseball.

In analyzing the benefits of the non-music deals, the assessment will consider such

factors as: trademark royalty rates and licensing fees typically paid for comparable

agreements; endorsement fees garnered for comparable brands; and exclusivity premiums

applicable to specific contracts, Each of these factors, it will be concluded,

demonstrates that Sirius and XM attain significant value &om their non-music deals

above and beyond the value of the right to provide content.

11
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Respectfully submitted,

July 24, 2007
R. Bruce Rich (N.Y. Bar No. 1304534)
Bruce S. Meyer (N.Y. Bar No. 2108447)
WEIL, GOTSHAL 2, MANGES LLP
767 Fifth Avenue
New York, NY 10153
Tel: 212,310.8170
Fax: 212.310.8007
r.bruce.rich@weil.corn, bruce.meyer@weil.corn

Counseljot'XM Satellite Radio Inc.
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Amended Rates and Terms

PART 3 — RATES AND TERMS FOR SUBSCRIPTION TRANSMISSIONS AND

THE REPRODUCTION OF EPHEMERAL RECORDINGS BY PREEXISTING

SATELLITE DIGITAL AUDIO RADIO SERVICES

Sec.
3 .1 General.
3 .2 Definitions.
3 .3 Royalty fees for public performance of sound recordings and the making of

ephemeral recordings.
3 .4 Administrative provisions.
3 .5 Confidential information and statements of account.

3 .6 Notice and Recordkeeping.

g 3 .1 General.

(a) ~Sco e. This part 3 establishes rates and terms of royalty payments for the

public performance of sound recordings and the reproduction of multiple ephemeral

recordings by preexisting satellite digital audio radio services in accordance with the

provisions of 17 U.S.C. $ ( 112(e) and 114 for the period from January 1, 2007 through

December 31, 2012.

(b) . Relationshi to volunta a eements. Notwithstanding the royalty rates and

terms established in this part, the rates and terms of any license agreements entered into

by Copyright Owners and Licensees shall apply in lieu of the rates and terms of this part

to transmissions within the scope of such agreements.

$ 3 .2 Definitions.

For purposes of this part, the following definitions shall apply:

(a) "Copyright Owner" is a sound recording copyright owner who is entitled to

receive royalty payments under 17 U.S.C. g 112(e) or 114(g).

(b) A "Designated Agent" is any agent designated by the Librarian of Congress for

the receipt and distribution of royalty payments made pursuant to this part.

(c) "Licensee" means an owner or operator of a preexisting satellite digital audio

radio service (as defined in 17 U.S.C. $ 114(j)(10)) and its parent, subsidiaries and

divisions.

(d) "Play" is each instance in which any portion of a sound recording is transmitted

by a preexisting satellite digital audio radio service, regardless of the number of listeners

who tune in or listen to the transmission, but excluding the following:





(1) A transmission of a sound recording that does not require a license {e.gta a

sound recording that is not copyrighted);

(2) A transmission of a sound recording for which the service has previously

obtained a public performance license from the copyright owner of such recording; and

{3) An incidental performance that both;

{i) makes no more than incidental use of sound recordings including, but

not limited to, brief musical transitions in and out of commercials or program segments,

brief performances during news, talk and sports programming, briefbackground

performances during disk jockey announcements, brief performances during commercials

of sixty seconds or. less in duration, or brief performances during sporting or public

events and
(ii) other than ambient music that is background at a public event, does not

contain an entire sound recording and does not feature a particular sound recording of

more than thirty seconds (as in the case of sound recording used as a theme song).

{e) "SDARS"'eans satellite digital audio radio service.

(f) "Term" means the period commencing January 1, 2007„and continuing through

December 31„2012,

$ 3 .3 Royalty fees for public performances of sound recordings and the making of

ephemeral recordings.

{a) ~Ro ah . Commencing January l, 2007 and continuing through December 2 t,

2007, the quarterly royalty fee to be paid by a Licensee for the public performance of

sound recordings pursuant to 17 U.S.C. $ 114(d)(2) and the making of any number of

ephemeral phonorecords to facilitate such performances pursuant to 17 U.S.C. $ 112(e)

shall be $ 1.20 per Play of a copyrighted sound recording during the quarter. The royalty

rate to be paid for performances in 2008 and subsequent years of the license period shall

be adjusted each year by a percentage equal to the percentage change in combined

SDARS subscribers during the preceding year. (For example, if the number of

combined SDARS subscribers at the end of 2007 has increased twenty percent from year-

end 2006, the royalty fee for 2008 will increase by twenty percent, to $ 1,44 per Play.)

(b) Pa nants. Payments made by a Licensee shall be due 60 days after the close of

each calendar quarter for which the payment is being made.

(c) Late Fee. If a Licensee fails to make any payment under this part when due and

following ten days after receipt of written notice &om a Designated Agent, the Licensee

shall pay a late fee on any overdue amount of 0.50% per month, or the highest lawful

rate, whichever is lower, from the date of receipt of written notice until the date full

payment is received by a Designated Agent.



(d) Weekends and Holidays. In the event the deadline for any payment due under

this part falls on a day which is not a business day, payment shall be due on the next

business day.

g 3 .4 Administrative provisions.

(a) Audit.

(i) A Designated Agent may audit compliance by the Licensee with the

royalty payment provisions of these regulations. If there is more than one Designated

Agent, all Designated Agents shall mutually retain a single auditor to perform a single

audit on a Licensee.

(ii) An audit pursuant to this section may be conducted no more than once

every three (3) years, and no more than once in any given year. An audit of any year in

the Term may be conducted only once. Audits shall be conducted during regular

business hours, at a mutually agreeable time; provided that an audit shall commence no

later than 90 days following a written request for audit.

(iii) Audits shall be performed by an independent auditor according to

generally accepted auditing standards.

(iv) If as a result of the audit the parties agree or, in the absence of such

agreement there is a final determination, that a Licensee has underpaid royalties by 10 or

more percent, within 60 days of such determination the Licensee shall pay the amount of

the underpayment with interest at the rate provided in 28 U.S.C. $ 1961, plus reasonable

out-of-pocket costs incurred by the auditor.

(v) If as a result of the audit the auditor determines that a Licensee has

overpaid royalties, the Licensee may credit against future royalty payments the amount of

such overpayment plus interest accrued at the rate provided in 28 U.S.C. $ 1961, and

shall pay the Licensee's reasonable out-of-pocket costs incurred from the audit.

g 3 .5 Confidential information and statements of account.

(a) For purposes of this part, confidential information shall include statements of account

and any information pertaining to the statements of account designated as confidential by

the Licensee filing the statement. Confidential information shall also include any

information so designated in a confidentiality agreement which has been duly executed

between a Licensee and an interested party, or between one or more interested parties;

provided that all such information shall be made available, for the verification

proceedings provided for in )$3 .4 of this part.

(b) Licensees shall submit quarterly statements of account on a form provided by the

agent designated to collect such forms and the royalty payments.



{c) A statement of account shall include only such information as is necessary to compute

the accompanying royalty payment. Additional information beyond that which is

sufficient to verify the calculation of the royalty shall not be required or included on the

statement of account.

(d) Access to the confidential information pertaining to the royalty payments shall be

limited to:

(i) Those employees, agents, consultants and independent contractors of the

Designated Agent, subject to an appropriate confidentiality agreement, who are engaged

in the collection and distribution of royalty payments hereunder and activities directly

related hereto, who are not also employees or officers of a sound recording copyright

owner or performing artist, and who, for the purpose of performing such duties during the

ordinary course of employment, require access to the records; and

(ii) An independent and qualified auditor who is not an employee or officer of a

sound recording copyright owner or performing artist, but is authorized to act on behalf

of the interested copyright owners with respect to the verification of the royalty payments.

(e) The Designated Agent or any person identified in paragraph (d) of this section shall

implement procedures to safeguard all confidential financial and business information,

including, but not limited to royalty payments, submitted as part of the statements of

account, using a reasonable standard of care, but no less than the same degree of security

used to protect confidential financial and business information or similarly sensitive

information belonging to the Designated Agent or such person.

(f) Books and records relating to the payment of the license fees shall be kept in

accordance with GAAP for a period of three years. These records shall include, but are

not limited to, the statements of account, records documenting an interested party's share

of the royalty fees, and the records pertaining to the administration of the collection

process and the further distribution of the royalty fees to those interested parties entitled

to receive such fees.

g 3 .6 Notice and Recordkeeping.

(a) General. This Exhibit prescribes rules under which Licensees shall serve copyright

owners with notice ofuse of their sound recordings, what the content of that notice

should be, and under which records of such use shall be kept and made available.

{b) Definition. A "Report of Use ofSound Recordings Under Statutory License "

(sometimes referred to as a "Report of Use ") is the sole report ofuse required to be

provided by a Licensee under this Agreement.

(c) Service. Reports ofUse shall be served upon SoundExchange. Licensees shall

have no obligation to provide Reports of Use for any period prior to January 1, 2006.

Licensees shall serve Reports of Use on SoundExchange by no later than the ninetieth



day after the close of each month. Reports of Use shall be served, by certified or

registered mail, or by other means provided in SoundExchange's "File and Reports of

Use Delivery Specifications" filed in the Copyright Office in Docket No. RM 2002-1B or

agreed upon by a Licensee and SoundExchange.

(d) Content.

(1) A "Report of Use of Sound Recordings under Statutory License" shall be

identified as such by prominent caption or heading, and shall include a Licensee's

intended or actual playlist for each channel and each day of the reported month,

except that no reporting requirement shall apply to channels reasonably classified

as news, talk or sports. Subject to paragraph (d)(2) of this Exhibit, each intended

or actual playlist shall include a consecutive listing of every recording scheduled

to be or actually transmitted, as the case may be, and shall contain the following

information in the following order:

{A) The name of the service or entity;

(B) The channel;

(C) The sound recording title;

(D) The featured recording artist, group, or orchestra;

{E) The retail album title;

(F) The marketing label of the commercially released and available

album or other product on which the sound recording is found;

(6) The catalog number for albums or other products commercially

released;

(H) The International Standard Recording Code (ISRC) embedded in the

sound recording, where available and feasible, for albums or other

products commercially released after 1998;

{I) Where available, the copyright owner information provided in the

copyright notice on the retail album or other product (e.g., following the

symbol Qp (the letter P in a circle) or, in the case of compilation albums

created for commercial purposes, in the copyright notice for the individual

sound recording, for commercially released albums or other products;

{J) The date of transmission;

(K) The time of transmission; and



{L) The release year of the retail album or other product (as opposed to

an the individual sound recording), as provided in the copyright notice on

the retail album or other product (e.g., following the symbol  (the letter

C in a circle), if present, or otherwise following the symbol Qi'the letter P

in a circle)), for commercially released albums or other products.

(2) Notwithstanding paragraph (d)(1) of this Exhibit—

{A) In the case of programming provided to a Licensee by a third party

programmer—

(i) if such programming is provided to the Licensee under a

contract entered into before the Execution Date and not thereafter

amended or renewed, then the Licensee shall have no obligation to

provide Reports of Use with respect to that programming; and

(ii) the Licensee shall use commercially reasonable efforts to

include in any new contract for programming, or any amendment

or renewal of such a contract, a requirement that the provider of
programming provide the Licensee the information required by

paragraph (d)(1) of this Exhibit, or in the case of programming

consisting of simultaneous retransmission of an over-the-air

terrestrial AM or FM radio broadcast by a broadcaster that also

transmits such programming over the Internet, such information as

may from time to time be required by Copyright Office regulations

relating to the broadcaster's transmissions over the Internet, and

the Licensee shall provide SoundExchange Reports of Use

containing the information provided by the third party programmer,

In any case in which a Licensee does not provide Reports of Use for

programming provided to a Licensee by a third party programmer, the

Licensee shall report to SoundExchange the relevant channel and the

reason it is unable to provide such Reports of Use.

(B) Licensees only shall be required to provide the information

identified in paragraph (d)(l){C) through (I) and {L) of this Exhibit to the

extent that such information can be provided using commercially

reasonable efforts.

(C) Licensees shall not be required to provide information with respect

to an incidental performance that both: (i) makes no more than incidental

use of sound recordings including, but not limited to, briefmusical

transitions in and out of commercials or program segments, brief

performances during news, talk and sports programming, briefbackground

performances during disk jockey announcements, brief performances

during commercials of sixty seconds or less in duration, or brief



performances during sporting or other public events, and (ii) other than

ambient music that is background at a public event, does not contain an

entire sound recording and does not feature a particular sound recording of

more than thirty seconds (as in the case of a sound recording used as a

theme song).

(e) Signature. Reports of Use shall include a signed statement by the appropriate

officer or representative of the Licensee attesting, under penalty ofperjury, that the

information contained in the Report is believed to be accurate and is maintained by the

Service in its ordinary course ofbusiness. The signature shall be accompanied by the

printed or typewritten name and title of the person signing the Report, and by the date of

signature.

(f) Other Media. If a Licensee makes digital audio transmissions of sound recordings

in any medium other than through its SDARS, reports containing the elements set forth in

paragraph (d) of this Exhibit shall be deemed to satisfy the Licensee's obligations to

identify the sound recordings used in such transmissions (in contrast to any obligations

the Licensee may have under applicable regulations to provide information concerning

matters other than the identity of such sound recordings).

(g) Format. Reports of Use shall be provided in accordance with SoundExchange's

"File and Reports of Use Delivery Specifications" filed in the Copyright Office in Docket

No. RM 2002-1B.

(h) Confidentiality.

1.1 (1) Definition. "Confidential Information" means information

submitted by a Licensee to SoundExchange in a Report of Use that is uniquely

specific to Licensee, including without limitation, the number of performances

made by the Licensee and the identification of particular sound recordings as

having been performed by the Licensee, but not any information that at the time

of delivery to Sound Exchange is generally known to the public or subsequently

becomes generally known to the public through no fault of .SoundExchange,

including without limitation, information identifying sound recordings

themselves.

1.2 (2) Use of Confidential Information. SoundExchange shall not use

any Confidential Information for any purpose other than royalty collection and

distribution, determining and enforcing compliance with statutory license

requirements and the requirements of this Agreement, and activities directly

related to the foregoing; provided that SoundExchange may report Confidential

Information to its members in a form in which information pertaining to both

Licensees is aggregated with information pertaining to other statutory licensees

such that Confidential Information pertaining to Licensees, either individually or

collectively, cannot readily be identified.



1.3 (3) Disclosure of Confidential Information. Access to Confidential

Information shall be limited to those employees, agents, attorneys, consultants

and independent contractors of SoundExchange, subject to an appropriate

confidentiality agreement, who are not also employees or officers of a Copyright

Owner or Performer, and who, for the purpose of performing such duties during

the ordinary course of their work, require access to Confidential Information.

SoundExchange also may disclose Confidential Information to a successor or

assignee permitted by this Agreement.

(i) Documentation. Licensees shall, for a period of at least three years from the date

of service of the Report of Use, keep and retain a copy of the Report of Use.

(j) Regulation. If the Copyright Royalty Board, the Librarian of Congress, or other

judicial body, or administrative or regulatory agency adopts regulations for Notice and

Recordkeeping or Reports of Use, applicable to Licensees or other services under the $

114(d) statutory license, that are considered by a Licensee to be in the aggregate more

favorable than those set forth in this section, Licensee shall inform SoundExchange

within 90 days thereafter if Licensee determines to provide Reports of Use pursuant to

such other regulations,
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Before the
COPYRIGHT ROYALTY JUDGES

LIBRARY OF CONGRESS
Washington, D.C.

In the Matter of
)
)
)

ADJUSTMENT OF RATES AND TERMS FOR ) Docket No. 2006-1 CRB DSTRA

PREEXISTING SUBSCRIPTION SERVICES AND )
SATELLITE DIGITAL AUDIO RADIO )
SERVICES )

REBUTTAL TESTIMONY OF MARK L VKNDKTTI
(ON BEHALF OF XM SATELLITE RADIO INC.)

INTRODUCTION

1. My name is Mark J. Vendetti. I am currently employed by XM Satellite Radio Inc.

("XM") as Senior Vice President of Corporate Finance, and have been employed by XM in this

capacity since May 2005. I testified orally concerning XM's financial performance during the

direct case phase of this proceeding. That testimony was based on my written direct testimony

filed on October 30, 2006, which analyzed the published XM financial results through 2005 and

an average of analysts'inancial forecasts for 2006 through 2010. This rebuttal testimony is

submitted in response to the Copyright Royalty Judges'equest for updated financial

information,'s well as in response to certain of the testimony of SoundExchange witnesses

Sean Butson and Michael Pelcovits. The financial information presented in this testimony is

based on published XM results through the first quarter of 2007 (attached as Vendetti Rebuttal

Exhibits 1 and 2) ( (XM SEC Form 10-K for 2006 and XM SEC Form 10-Q for the first quarter

of 2007)), XM's rnid-year review of its 2007 annual budget (attached as Vendetti Rebuttal

'ee June 5, 2007 Transcript at 309:11-16.
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Exhibit 3), and an updated average of forecasts for the period of 2007-2012 from 19 analysts

who cover XM (attached as Vendetti Rebuttal Exhibit 4).

2. Since the filing of my October 2006 testimony and XM's last internal assessment of its

future financial performance, several phenomena, most prominently unexpected continued

softness in the retail sales market, have caused XM to conclude that it can reasonably expect

more moderate growth for the foreseeable future than had been projected, This conclusion is

generally in line with the most current analyst projections. More specifically, XM now possesses

"aftermarket" sales data for the most recent of its two most important sales periods: the 2006

Thanksgiving to Christmas Season and the 2007 Father's Day/Graduation Season. During these

two sales periods, the satellite radio industry generally achieves its highest levels of sales of

aftermarket subscriptions and radios for the year. These data reveal that sales of aftermarket

subscriptions and radios fell far short of prior internal forecasts. Due to the decline in

aftermarket sales, XM's cost of acquiring new subscribers (the "Cost Per Gross Add" or

"CPGA") will increase during 2007 beyond prior internal and analyst projections. The apparent

persistence of this downturn in the aftermarket, which began in 2006, as compared to XM's

projections, suggests that XM's most recent financial projections for the period beyond 2007 will

also require revision to reflect an increase in CPGA going forward. [[

See XM CRB 00006019 ("2007-2011 Long Term Strat Plan February 1, 2007") (attached as

Vendetti Rebuttal Exhibit 5) (hereinafter "Strat Plan").

In the satellite radio industry, the term "aftermarket" refers to the sale of radios and

subscriptions to subscribers who purchase XM-compatible radios at retail outlets, distributors, or

through XM's direct sales efforts, as opposed to those subscribers who acquire XM radios and

subscriptions through automobile purchases, which are referred to as "OEM" sales.
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XM'S INTERNAL PROJECTION PROCESS

Each year XM's Corporate Finance Department produces near-tenn and long-term

financial plans to guide the company. These generally include: (i) an annual budget, which

guides the company's operations during the year; (ii) a mid-year update on the annual budget,

which amends the annual budgetary plan based on six months of actual performance and

identifies new business and market trends for the remaining six months of the year; and (iii) a

long-term plan, which generally sets forth the company's strategic goals over the next five years.

As all parties to this proceeding have recognized, the near-tenn projections, meaning the annual

budget and mid-year update, tend to be more reliable than the company's long-term projections.

As I elaborate below, however, even these near-term projections are subject to revision based on

unforeseen market developments.

4. Separate from the financial documentation produced in the normal course of business and

in conjunction with pending merger-related negotiations with Sirius Satellite Radio Inc.

("Sirius"), XM's management decided in late 2006 to update the long-term projections in order

to assist in the analysis and evaluation of the various merger proposals under consideration by

the two companies. To accomplish this, XM's Corporate Finance department combined the

2007 annual budget, which was approved by the Board of Directors at its December 15, 2006

meeting, with forward-looking projections consistent with the company's long-tenn strategic

goals for the years 2008-2011. These longer-term projections were not presented to, or approved

by, XM's Board of Directors as a long-term plan, The following text appears in the footer of

every page of the resulting Strat Plan (Vendetti Rebuttal Exhibit 5): "This document contains

only preliminary analysis based on certain assumptions, and does not represent a definitive or

approved projection of XM."
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CURRENT MID-YEAR REVIEW OF 2007 ANNUAL BUDGET

5. The mid-year review of the 2007 annual budget began in May and was completed on July

19, 2007, when the mid-year update was presented to XM's Board of Directors." The purpose of

the update was to adjust and revise the forecasted 2007 budget for the remaining six months of

the year. The 2007 mid-year review identified unanticipated and disappointing results in three

key financial areas, which are described below. In combination, the impact of these

developments, among others, points toward a more modest growth trend for subscribers and

progress toward profitability for the foreseeable future than previously anticipated by XM and

the analysts covering the company.

Decline in Aftermarket Sales

6. XM's sales of subscriptions through aftermarket channels (i.e., retail stores and outlets)

have experienced a considerable decline relative to XM's business plans since 2006. It had been

XM's expectation that the decline would be reversed starting in the second quarter of 2007 but

this has not materialized and, as shown in the chart below, the aftermarket sector has continued

to decline significantly. The actual aftermarket sales are coming in lower than anticipated as set

forth in the 2007 annual budget. [[

" See Vendetta Rebuttal Exhibit 3.

See Vendetti Rebuttal Exhibit 3, slides 2, 3, 29-30.
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7. To fully understand the reasons for the decline in XM's aftermarket sales and the

. deterioration of the aftermarket sales channel itself will require significant study and analysis by

XM's management team. What is clear at this time, however, is that the targeted sales growth in

this sector as set forth in the February 2007 long-term forecast will not be attained based on

current industry data. Consistent with this view, as the table below demonstrates, equity analysts

covering the industry currently project aftermarket subscriber additions in the 2008-2012 period

considerably below the level set forth in XM's February 2007 long-term forecast.

Overall, XM's guidance of total year-end 2007 subscribers of 9.0 million to 9.25 million is on

See Vendetti Rebuttal Exhibit 3, slides 3, 29-30.

See Vendetti Rebuttal Exhibit 3, slide 22.
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track with the 2007 annual budget, despite the continuing unanticipated decline in aftermarket

sales. But this is due largely to a significant decrease in deactivations, or what is referred to in

the industry as "churn," as compared to the 2007 annual budget. [[

]] The maintenance of a churn rate at or around the historic level on a going-

forward basis cannot, however, offset what XM and analysts now project to be a persistent fall-

off in aftermarket sales.

Increased Cost ofAcquiring New Subscribers

8. The continued erosion of aftermarket sales also impacts XM's cost of acquiring new

subscribers (referred to in the industry as "Cost Per Gross Add" or "CPGA"). The CPGA

business metric is a function of the total money expended to acquire new subscribers (both OEM

and aftermarket) divided by the number of gross subscribers acquired. The costs include

subsidies and distribution commissions to XM's OEM and aftermarket partners, such as General

Motors in the first instance and Best Buy in the second, which vary with the total number of

radios sold, as well as advertising and marketing costs, which are more fixed in that they do not

necessarily vary with subscriber additions. As I explained in my written direct testimony,

subsidy and distribution costs are primarily driven by the volume of XM-enabled vehicles and

aftermarket radios manufactured, sold and activated through XM's automotive OEM partners

and retail channel. Under its current OEM agreements, XM pays a larger subsidy for new

subscribers through the OEM channel than through the retail channel. While gross subscriber

Written Direct Testimony of Mark J. Vendetti, $ 24.
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additions tluough the aftermarket channel have declined significantly, gross subscriber additions

through XM's OEM partners have remained on track. These new OEM subscribers, however,

are acquired at a much higher cost. Thus, due to the unanticipated change in the composition of

XM's new subscriber mix, XM's Cost Per Gross Add has increased in comparison to prior

internal projections.

ff

]] Since the increase in CPGA is related to the decline in aftermarket sales, which is

anticipated to have long-term effects on XM's subscriber growth rate, it is reasonable to assume

that CPGA will remain at higher levels going forward than previously anticipated. As shown in

the table below, analysts covering the industry have already captured this likely effect in their

projections.

Decline in Advertising Sales

10. For the past few years, XM's strategy has been to grow a robust advertising sales revenue

stream. This strategy has proven to be more difficult to achieve than anticipated. As shown in

Vendetti Rebuttal Exhibit 3, slides 2, 3.
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the table below, as of the end of the second quarter 2007, [[

]] Developing a new strategy to grow XM's

advertising sales will require significant study and analysis by XM's management team.

SUMMARY OF CURRENT ANALYST CONSENSUS PROJECTIONS

11. To provide an update on XM's financial condition and in response to certain financial

projections made and/or relied upon by Mr. Butson and Dr. Pelcovits, I directed preparation of

an updated average of forecasts, for the period of 2007-2012, from 19 analysts who cover XM.

The results are attached as Vendetti Rebuttal Exhibit 4 to this testimony. The first page of
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Vendetti Rebuttal Exhibit 4 shows the average of the 19 analyst projection models for this period

and the succeeding pages set forth each analyst's projections. The analyst financial models used

in the averaging were all produced between March and July 2007 and therefore present the most

current market consensus view of XM's projected financial performance.

12. The analyst consensus projections demonstrate that the financial marketplace, like XM,

projects a more moderate level of growth for XM in the foreseeable future than was previously

anticipated. As shown in the table below, which provides a summary comparison of the current

analyst consensus projection as compared to the projection model presented by Mr. Butson in his

direct testimony, the analyst consensus projection for 2007 is consistent with XM's 2007 annual

budget and XM's 2007 public guidance of 9.0 to 9.2 million year-end subscribers and

subscription revenue in the billion dollar range. In the outer years, the summary table

demonstrates that the most current analyst projections for XM's 2008-2012 performance, as

measured by ending subscribers, subscriber revenue, total revenue, net income and free cash

flow, are significantly below those set forth by Mr. Butson (and in turn relied upon by Dr.

Pelcovits) in their respective direct testimony.
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Summary Comparison of Current Analyst Consensus to Butson's Projections

($ millions)

Endina Subscribers (thousands)

Current Analyst Consensus

October 2006 Analyst Consensus Projection

Butson Projections

Subscriber Revenue

Current Analyst Consensus

October 2006 Analyst Consensus Projection

Butson Projections

Total Revenue

Current Analyst Consensus

October 2006 Analyst Consensus Projection

Butson Projections

Net Income

Current Analyst Consensus

October 2006 Analyst Consensus Projection

Butson Projections*

Free Cash Flow

Current Analyst Consensus

October 2006 Analyst Consensus Projection

Butson Projections*

rullyi ~XIIIIII AIIIPIltitIII~ZOSIWIrtVAN

9,084

10,240

10,122

10,764

12,677

12,322

12,543

15,051

14,480

14,279 16,146 17,400

17,074 N/A N/A

16,547 18,436 20,241

1,130.6 1,405.7 1,697.9 2,020.2 2,317.8 2,583.5

1,239.5 1,633.1 2,010.0 2,369.9 N/A N/A

1,266.7 1,635.3 2,028.5 2,433.4 2,840.7 3,243.2

(560.8) (388.6) (228.3) (41.1) 137.6 233.5

(460A) (260.9) (45.3) 159.2 N/A N/A

(129.0) 43.7 275.6 554.4 755.0 946.2

(276.0) (61.1) 46.6 269.3 435.5 532.2

(183.1) 55.6 222.3 396.6 N/A N/A

(245.0) (55.9) 224.0 504.0 726.0 967.9

998.2 1,236.4 1,493.3 1,777.4 2,063.2 2,297.1

1,127.7 1,475.4 1,818.2 2,138.7 N/A N/A

1,109.3 1,421.0 1,751.2 2,093.5 2,438.4 2,781.4

'he "Royalties (est )" line item in the Income Statement of Mr. Butson's XM forecast model (Appendix B to Butson's written testimony) was adjusted to keep

performance right royalties flat going forward st T% rather than including the SoundExchange original rate proposal, which Mr. Butson does in his projection

model.

EFFECTS OF AN INCREASE IN THE SOUND RECORDING RATE

13. In my direct testimony, I addressed the detrimental effects a substantial increase in the

sound recording rate would have on XM's financial posture. That testimony was based on

published results through 2005 and a consensus analyst projection compiled prior to October 20,

2006. This section ofmy testimony updates the Court on that perspective based upon the

significant decline in XM's projected growth since that time.

10
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14. As indicated in my earlier testimony, XM has budgeted approximately [[ ]j of total

revenues for its anticipated sound recording performance royalty payments. Analyst projections

capture anticipated sound recording performance royalty payments in an expense line item,

"Revenue Share and Royalties," that includes other expenses; they estimate that the total

performance royalties of all types — fees paid to SoundExchange as well as to ASCAP, BMI and

SESAC for musical works performance — will constitute approximately 7% to 8% ofrevenues.'f

this amount, analysts generally allocate half to the sound recording rights holders and half to

the musical work rights holders, or 3.5% to 4% of revenues for each." Page 44 of XM's 2006

SEC Form-10-K (Vendetti Rebuttal Exliibit 1) discloses that XM actually incurred expenses of

$ 37.5 million for musical work and sound recording performance fees in 2006, which reflects

4.0% of total revenues.

15. Using revenues from the analyst consensus figures submitted with this testimony reveals

that every 1% increase in the sound recording rate beyond that incorporated in the estimates

would generate $ 111.6 million in sound recording fees over the six-year license period. These

costs would have to be absorbed in an environment in which XM is already projected, over the

course of the six-year license period, to accumulate losses of $ 848 million, on top of the $3.2

billion in losses accumulated through 2006. Under the current analysts'ssumed sound

recording rate of 3.5% to 4.0%, XM is not projected to reach profitability until 2011, when it

would post a modest net income of $ 137.6 million (5.5% of projected 2011 revenues) after 10

years of commercial broadcast operations. Moreover, XM already carries $ 1.5 billion in debt,

$400 million of which is maturing in 2009 and will have to be refinanced. These notes, which

See Direct Testimony of J. Armand Musey at 24;Testimony of Sean Butson at 19.

" See Direct Testimony of Sean Butson, Appendix B, "Model" page, line 16 (confirming same),

11
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carry a favorable coupon of 1.75%, partially due to the fact that they are convertible to common

stock, cannot be refinanced with loans or bonds at a similar rate given XM's junk credit rating.

The cost of refinancing of these notes and any incremental borrowing that would be made

necessary by an increase in the sound recording rate will likely only be achieved at the cost of an

interest rate of approximately 12%, the prevailing rate paid by similarly situated companies with

junk credit ratings.

16. The foregoing indicates the financial challenges XM faces even at current, as well as

analyst estimated, levels of sound recording performance royalty payments. Substantial

increases in the sound recording royalty will only serve to delay, if not jeopardize entirely, XM's

ability to become a financially stable and profitable enterprise,

MARKETING VALUE OF OPRAH WINFREY DEAL

17. During the testimony of XM witness Stephen Cook, the Copyright Royalty Judges

requested information that would quantify in dollar terms the marketing value of XM's

agreement with Oprah Winfrey for the XM channel Oprah and Friends.'s the Senior Vice

President of Corporate Finance, I am familiar with the financial terms of this deal. Prior to the

execution of the agreement, XM analyzed the value of the agreement to XM and produced a

presentation entitled "Oprah & XM," which is attached to my rebuttal testimony as Vendetti

Rebuttal Exhibit 6. As set forth on page 5 of this presentation, XM views the Oprah agreement

as both a marketing and content deal. [[

See June 6, 2007 Transcript at 176-181.

12
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Certification

I declare under penalty of perjury that the foregoing is true and correct to the best of my

knowledge and belief.

Dated. Washington D.C .

July 24, 2007

ark J. Vendctti

Senior Vice President of Corporate Finance
XM Satellite Radio Inc
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Indicate the number of shares outsianding of each of the issuer's classes of common stock. as of the latest practicable date,

XM Satellite Radio Holdings Inc. Large Accelerated Filer K Accelerated Filer 0
XM Satellite Radio Inc. Large Accelerated Filer 0 Accelerated Filer 0
Indicate by check mark whether each registrant is a shell company (as defined in Exchange Act Rule 12b— 2). Yes 0 No

The a&agregate market va)ue of common siock held by non—affiliates of XM Satellite Radio Holdings lnc., based upon the closing price of its Class A common

stock as of June 30. 2006, is $3.929.035.815.

lCi &1 5 s) (Outstanding as of January 3t. 2li07)

125 SHARES

XM SATELLITE RADIO HOLDINGS INC.
CLASS A COMMON STOCK. $0.01 PAR VALUE 30S 813 114 SHARES

XM SATELLITE RADIO INC.
COMMON STOCK. $0.10 PAR VALUE

(all shares are issued to XM Satellite Radio Holdings Inc.)

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the definitive proxy statement for the Annual Meeting of Stockholders of XM Satellite Radio Holdings! nc. to be held on May 25, 2007, to be filed

within 120 days after the end of XM Satellite Radio Holdings Inc.'s fiscal year. are incorporated by reference into Part Ill. Items 10— 14 of this Form 10—K.
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INDEX TO CONSOLIDATED FINANCIAL STATFMF.. ITS F-I

FORWARD-LOOKING STATEMENTS

"Safe Harbor" Statement under the Private Securities Litigation Reform Act of 1995: This Form 10-K contains forward-looking statements intended to qualify

for the safe harbor from liability established by the Private Securities Litigation Reform Act of 1995. Without limitation. the words "anticipates," "believes."

"estimates," "expects," -imends.'plans." "will" and similar expressions are intended to identify forward-looking statements. All statements that address

operating performance, events or developments that we expect or anticipate will occur in the future — including statements relating to growth. expected levels of

expenditures and statements expressing general optimism about future operating results — are forward-looking statements. Similarly, statements that describe

the Company's business strategy, outlook. objectives, plans. intentions or goals also are forward-looking statements. All such Iorward-looking statements

including those presented elsewhere by our manaaement from time to time are subject to certain risks and uncertainties that could cause actual results to differ

materially from those in forward-looking statements. These risks and uncertainties include, but are not limited to, those described in Part l. -Item I A. Risk

Factors'f this Form 10-K. These cautionary statements should not be construed by you to be exhaustive and are made only as of the date ol this filing. The

Company undertakes no obligation to update or revise any forward-looking statements, whether as a result of new information. future events or otherwise.

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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EXPLANATORY NOTE

This annual report on Form 10-K is a combined repon being filed by two separate registrants: XM Satellite Radio Holdings lnc. (the -Company". "Holdings-, or

"XM") and XM Satellite Radio Inc. ("Inc."). Holdings'rincipal who))y owned subsidiary is lnc., and as such, the information presented in this repon regarding

Inc. also applies to Holdings. Unless the context requires otherwise, the terms "we," "our," "us," refers to Holdings. Holdings fully and unconditionally

guarantees lnc. s registered debt securities. The combined report includes Holdings'onsolidated Financial Statements as the only set of fmancial statemenis; an

explanation of the differences between the companies is in the Notes to the Consolidated Financial Statements; and condensed consolidating financial

information regarding Inc. Thc management's discussion and ana)ysis section has also been combined. focusing on the financial condition and results of

operations of Holdings. which is consistent ivith the inclusion in the combined report of one set of financial statements.

We make available certain reports filed with the Securities and Exchange Commission ("SEC") that can be accessed, free of charge. through our website at

http://www.xmradio.corn/investor/investor financial and company.html, as soon as reasonably practicable after they are electronically filed with the SEC.
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PART)

ITEM 1. BUSINESS

We are America's )eading satellite radio service company, providing music, news, talk, information. entertainment and sports programming I'or reception by

vehicle, home and portable radios nationwide and over the )nternet to over 7.7 million subscribers. Our basic monthly subscription fee is $ 12.95. We believe XM

Radio appeals io consumers because ol'our innovative and diverse programming, nationwide coverage, many commercial-free music channels and digital sound

quality.

Our channel lineup includes more ihan 170 digital channels of choice from coast to coast. We broadcast from our studios in Washington. DC, New York City,

including Jazz at Lincoln Center. and the Country Music Hall of Fame in Niashville. We have added new and innovative programming to our core channel

categories of music, sports. news. talk and entertainment. Also included in the XM Radio service, at no additional charge, are the XM customizable sports and

stock tickers available to users of certain receivers and other online services.

Our target market includes the morc than 240 million registered vehicles including the )6.5 million new cars sold each year as well as the over )10 million

households in the United States. In addition, some of'our recent and upcoming product offerings I'ocus on the portable and wearab1e audio segments. Broad

distribution of'XM Radio through new automobiles and thmugh mass market retailers is central to our business strategy. We are the leader in satellite-delivered
entertainment and data services for new automobiles through partnerships with General Motors. Honda/Acura, Toyota/Lexua'Scion, Hyundai. Nissan'lnfiniti.
Porsche, Suzuki and lsuzu and available in more than 140 difTerent vehicle models for model year 2007. XM radios are available under the Delphi. Pioneer,

Samsung. Alpine, Audiovox. Sony. Polk and other brand names at national consumer electronics retailers, such as Best Buy, Circuit City, Wa)-Mart, Target and

other national and regional retailers. These mass market retailers support our expanded line of car stereo, home stereo, plug and play and portable handheld

products. According to Greystone Communications. we have one of the fastest growing consumer electronics products having reached 5 million subscribers
faster than new technology introductions such as cable television, Internet, cell phones and MP3 players.

Proposed Merger
On February ] 9. 2007, XM and Sirius Satellite Radio lnc. ("SIRIUS") entered into an Agreement and Plan of'Merger (the "Merger Agreement"). pursuant to

which XM and SIRIUS will combine our businesses through a mergerof XM and a newly formed. who'lly owned subsidiary of SIRIUS (the "Merger"). The
Merger is discussed more fully below under the caption "Proposed Merger with SIRIUS."

Our Programming
The full XM channel lineup as of January 31, 2007 includes over 170 channels, featuring 69 commercial-free music channels; 5 commercial music channels, 37

news. talk and entertainmeni channels: 38 sports channels; 21 Instant Tragic k. Weather channels; and one emergency alert channel. We broadcast from our
studios in Washington. DC. New York City, including Jazz at Lincoln Center, and the Country Music Hall of Fame in Nashville. Our programming includes
channels designed to appeal to different segments. including urban and rural listeners of'different demographics and to specific groups that our research has

shown are most likely to subscribe to our service. thereby aggregating a large potential audience for our service. In addition to providing radio formats that are

appealing to different groups. in every format we deliver we strive to provide an entertaining or informative listening experience and make XM the audio service
ofchoice for consumers. We continue to add new and innovative programming to our core channel categories of music. sports, news. talk and entertainment.
Also included in the XM Radio service. at no additional charge, are the XM customizable sports and stock tickers available to users of'certain receivers.

Hallmarks of our programming include:

Broad ronge ofcommercial-free music genres and live radio enrerrainmena XM offers commercial-free music channels covering genres including
Decades, Country. Pop 8: Hits. Christian, Rock, Hip-Hop/Urban, Jazz gt Blues,

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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Lifestyle. Dance. Latin. World. Classical and Kids. Our programming includes the most popular hits, as well as deep and eclectic playlists. We also offer

music programming featuring celebrity talent. Bob Dylan hosts the popular -Theme Time Radio Hour.' weekly program highlighting the golden age of

radio with music hand selected by Bob Dylan. Snoop Dogg is executive producer of our classic hip-hop channel The Rhyme. Oiher shows include

Ludacris's Open Mic and SongStories with Graham Nash.

/&/t&sic»1 fo»nr»s t»t»vviir&/&ie in &nra&v &erres&rivi radio mvr/e&s. XM Radio offers many music formats that are popular but currently unavailable in many

markets on radio. More than 704/n of all Americans listening to terrestrial radio are listening to primarily six programming formats: news/talk/sports. adult

contemporary, contemporary hits. urban, Hispanic and country. Furthermore. terrestrial radio continues to reduce. and in some cases eliminate, formats

available to many consumers in their local market in comparison to the over 170 channels we offer on a nationwide basis. We offer many types oi'music

with significant popularity. as measured by recorded music sales and concert revenues. which are unavailable in many traditional AM/FM radio markets.

Such music includes classical recordings and popular blues music that have retail appeal but are not commonly played on traditional AM/FM radio. We

have channels devoted to all of these formats and many other popular musical styles that are not currently broadcast in many small and medium sized

markets. such as heavy metal. modern electronic dance. disco and jazz.

Supe&eerve pop»l»r»&t&sicjon»r»s. We offer more specific programming choices than traditional AM!FM radio generally offers for eve the ritost

popular listening formats. For example. on traditional AM!FM radio oldies music is oAen aggregated on a single format. We segment this category by

offering several channels devoted to the music of each decade from the 1940s to the 1990s.

Live Mi&sic Programming. We offer diverse original content and live programming for our listeners. Our Artist Confidential series showcasing

performances and inierviews from artists such as Paul McCartney, Stina. Dixie Chicks. Ludacris, Coldplay, Santana, Phil Collins. Bonnie Raitt, Willie

Nelson and Wynton Marsalis, in our studios in front of a live audience. We have hosted more than I 000 live performances at XM. We also broadcast live

from major music events such as The Grammy Awards and Farm Aid.

Spo&./s Programming. XM s sports category provides the most sports talk and live sports coverage in radio. Our lineup features Major League Baseball ',

National Hockey League . Indy Racing League, college sports from the Atlantic Coast Conference. Pacific-10 Conference. Big Ten Conference and Big

East Conference, PGA Tour', US Open Tennis. XM Deportivo including the 2006 FIFA World Cup, and is complemented by ESPN Radio, ESPN

News, Fox Sports. and XM's own XM Sports Nation (XMSN). ESPN Radio offers coverage of certain NBA play-by-play. We also'broadcast the 2007

college football Bowl Championship Series play-by~lay.

We are the OtTicial Saiellite Radio Network of Major League Baseball" ("MLB") and offer our 24x7 MLB Home Plate channel. as well as

play-by-play channels, and Spanish-language broadcasts. Through the 2012 baseball season, we will carry both the regular season and the

post-season MLB schedule of games, including the World Series. Our MLB Home Plate channel features live call-in programs hosted by former

players and personalities such as Cal Ripken, Kevin Kennedy. and Rob Dibble. MLB Home Plate provides an inside look at teams, players. the

league. classic MLB games and other archived MLB material. as well as XM-produced MLB specialty programming, including our Baseball

Confidential series.

We have a nndti-year agreement with the National Hockey League " ("NHL") to broadcast NHL games live and to become the Official Satellite

Radio provider ol'the NHL. XM is the exclusive satellite radio network of the hIHL beginning with the 2007-2008 season. In addition to providing

live play-by-play coverage of more than 1,000 games per season. we feature Home lce, a 24x7 hockey talk channel dedicated to providing an

inside look at teams. players and the league.

Our ACC, PAC-10 and Big Ten channels offer college football and basketball games. In February 2006, we announced an agreement with the Big

East to provide coverage of men's and women s Basketball Championships as well as select regular season basketball and football games.

On August 28. 2006. XM launched XM Sports Nation (XMSN). an XM-produced 24x7 sports news and talk channel dedicated to college sports,

motorsports. I'antasy sports and more. Programming on XMSN includes existing XM-produced series as well as popular content from Sporting
News Radio. % e also carry the Indy Racing League ("IRL") races.

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007



Table of Contents
XM Deportivo, our 24x7 I-Iispanic sports channel. provided exclusive coverage of the 2006 FIFA World Cup . We also offer PGA Tour and Majors

golf'play-by—play and analysis on our PGA Tour" Network channel. including 2006 Ryder Cup coverage.

&Veu s&'Tuff:/Injot tnatinn'Etttertuinment Prog rannning. In September 2006, we launched our Oprah & Friends channel. v'hich features Oprah Winfrey s

live weekly call— in radio program "Talk to Me! The channel also includes regular segments hosted by Gayle King. Bob Green. Dr. Mehmet Oz. Jean

Chatzky, Dr. Robin Smith and Dr. Maya Angelou. The channel also includes weekly highlights from The Oprah W'infrey TV Show, and daily and weekly

features and highlights. Oprah & Friends is also available on XM Online. Oprah & Friends complements our current women's interest channel, Take Five.

which features the Ellen DeGeneres Show. the Tyra Banks Shov;, the Food Network& IIGTV and the Good Morning America Radio Shov'.

We offer premiuni news'talk!information programming including Fox News, Fox Talk, CNN, CNN Headline News and ABC News & Talk. We

feature business news I'rom CNBC and Bloomberg as v'ell as public affairs programming on our XM Public Radio channel, featuring The Bob

Edwards Shov,. BBC %'orldservice and C— SPAN. %e serve the African American audience with The Power and Hispanic audience v'ith CNN en

Espanol. We oi'fer tour comedy channels. including the recent launch of Iqational Lampoon Radio, as well as The Virus. which features The Opie &

Anthony Show.

Local Trqffie and Ipeut!tet Progrtnroning. Our Instant Trai'fic & Weather service consists of 21 audio channels dedicated to keeping listeners informed

ivith real — time in—depth updaies on traffic and weather conditions in major metropolitan markets. Each market is served by a dedicated channel. These

channels repeat weather and trafTic inf'ormation and issue traffic alerts in a pattern familiar to listeners. We create the audio for the channels from our

headquarters facility in Washington, DC. The data is provided by Traffic.corn for traffic information and by The Weather Channel for weather

information. %e believe this is a valuable part of our service offering and that it of'fers several key advantages over what is currently available on terrestrial

radio. These advantages include greater in—depth updates. near instant availability due to the pattern of repeating information frequently, 24x7 availability

ol the service. certain major interstate corridor and beach traffic reports and wider availability as compared to terrestrial broadcasts available only to

drivers within the coverage area,

A aide r&tnge of'popt tlat ta!M radio st&irs. Over the 1&sst two decades talk radio has emerged as a major component of radio listening. We showcase many

well— known talk radio personalitics on our channels, including Bob Edwards, Lany King. Paula Zahn, Anderson Cooper, Bill O'Reilly, Sean Hannity.

Alan Colmes, G. Gordon Liddy. Dr. Laura Schlessinger, Greta Van Susteren, Michael Reagan. Bob Costas, Laura Ingraham, and many others.

State— of— the— or(faet7itiex. We create and distribute XM — original and third party content for satellite broadcast. streaming and other new distribution

platforms from our studio facilities in %ashington, DC. locations in midtown Manhattan in New York City, including Jazz at Lincoln Center. in Nashville

at the Country Music Hall of Fame. and in Chicago at Harpn Productions. These interconnected facilities comprise an all digital radio complex that is one

of the world's largest. v,ith over 90 sound—proof studios of different configurations. We produce most ofour music channels and many of our sports, talk

and entertainment channels from these facilities. From these studios, our music programmers tap a centralized digtai database of over 250.000 CDs and

more than 2 million recordings. %&e also have two performance studios at our Washington, DC facilities, and utilize the performance venues at Jazz at

Lincoln Center in New York City. I'ur visiting artist intervieivs and performances.

gttperior di«itaisoirnd tptaiins Our digital signal transmitted via satellite and our terrestrial repeater network provides nationwide, virtually uninterrupted

covemge. Through a partnership with Neural Audio Corporation, a leading provider of digital signal processing and surround sound technology for the

broadcast industry. we broadcast select channels in 5,1 Surround Sound twenty— four hours a day. XM I-ID Surround provides our listeners with six discrete

channels of digital full Bdelity audio. In addition, a variety of special shows and live musical performances at the XM studios are broadcast in XM HD

Surround.

Channel updates. Wc regularly review and update our channel line up to revise our overall offerings. In 2006, we added certain new channels, including

tg
g

2
g g

additional commercial— free music channels. to slightly increase our total number of commercial— f'ree music channels. In addition, commercial

advertisements resumed on music programming currently provided to us by Clear Channel.
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Our Strategy

Aan»»to!inc

Broad distribution of XM Radio through the ncw automobile market is a central element of our business strategy. We are the leader in satellite—delivered

enteriainment and data services I'r the auiomobile market through partnerships with General Motors. Hondit!Acura, Toyota)Lexus,'Scion, Hyundai.

Nissan lnfiniti. Porsche, Subaru. Suzuki, lsuzu. Lotus. and Harley — Davidson. XM Radio is avai)able as original equipment in over 140 vehicle models for 2007.

LEivit!sire Dislribu!io» Agreeme»l vrilit General Jifo!ors. Under our agreement vvith General Motors, for a 12—year period ending in September 2013, General

Motors will exclusively distribute and market the XM Radio service and install XM radios in General Motors vehicles. General Motors has announced that it will

build more than 1.8 million vehicles vvith factory—installed XM Radio in 2007. General Motors sold over 4 million automobiles in 2006. which represented

approximate)y 25"i'u of the Llnited States automobile market. General Motors currently ofTers XM Radio in over 60 models of'he 2007 model year, including

passenger cars. light trucks and SUVs. GM factory— installs the XM Radio option in Buick. Cadillac, Chevrolet. GMC. HUMMER. Pontiac. Saab and Saturn

brand vehicles, General Motors has made XM radios available in diverse price categories. ranging from the Chevy Cobalt to the Cadillac Escalade. IJnder this

agreement. we have subsiantial payment obligations to General Motors, including subsiantia) guaranteed fixed payment obligations (2007 to 2009'), which we

prepaid in May 2006. General Motors is an investor in our company.

Hondn. )n January 2007, we announced a 10—year extension to our arrangement with American Honda Motor Co., to be its supplier of satellite radio and

related data services in Honda and Acura vehicles. Honda currently offers XM Radio in 17 models as a factory—installed feature or dealer— installed option.

Purchasers ofXM —equipped Honda and Acura vehicles generally receive a three—month trial subscription to the XM satellite radio service. In November 2006,

we announced that American Honda plans to factory—install over 650,000 of its 2007 models with XM Radio. AcuraLink Tlvl. which utilizes XM s NavTraffic

service to provide drivers real time traffic information for freeways in 44 major metropolitan areas, is a factory— installed option on most 2007 Acura models. In

October, 2006, v;e and Acura announced a complimentary XM Radio service program for Certified Pre— Owned vehicles. under which Acura of)era three months

of complimentary XM Radio service to purchasers of Certified Pre—Owned Acura vehicles with factory— installed XM radios. The same program v, as launched

wiih I-londa Certified Used Cars in January 2007. XM's partnership with American Honda's Ceni)led Programs v:ill make XM available in more than 35,000 of

these certified vehicles in 2007. and grow to more than 55,000 vehicles in 2008. American Honda is an investor in our Company.

7oi:ora. )n January 2007 Toyota announced a new 10—year agreement with XM as its factory-installed satellite radio provider for Toyota and Lexus vehicle

models. The nev, agreement extends the current arrangement to January 2017; Toyota. Lexus and Scion would offer XM Radio and traffic data setvices as a

faciory-installed option. Purchasers of XM—equipped Toyota, Lexus or Scion vehicles would generally receive a three—month trial subscription to the XM

satellite radio service. The October 2006 launch of the 2007 Lexus LS v'as the first factory installed Lexus vehicle and the first to offer XM NavTraffic, and will

be followed in 2007 by the a)1 new LS Hybrid. In addition, Toyota offers XM Radio as a port— installed or dealer—installed option in 21 of its 2007 models. In

2006. Scion produced the first Toyota vehicles with XM as a standard feature beginning with the February launch of Scion xB Release Series 3.0.

Hyt!»dai, In 2005. we and Hyundai Motor America announced that Hyundai will be the first automaker to launch XM as standard. facton — installed equipment

in every radio—equipped vehicle across its entire model line—up. Beginning with all October 2006 production orders. XM radios are Iactory standard in several

Hyundai models.

Nissa». In 2005, Nissan chose XM to supply satellite-delivered data and telematics services. such as in— vehic)e messaging and XM NavTra)Tic. and later in the

year. announced it would use XM as its exclusive satellite radio provider beginning in the 2008 model year. Currently. XM is available on 17 Nissan and Infiniti

model cars as a I'actory or dealer— installed option. Nissan and In)initi also offer XM NavTraflie as a Itictory— insta)led feature on versions of'he 2007 G35

Sedans and Altimas equipped v ith a Navigation System.

Porscite. In October 2006. Porsche Cars of North America, lnc. announced a new long—term agreement with us to equip Porsche vehicles for the U.S. market

2

2with XM radios. The arrangement begins in January 2007. XM has been available as a factory—installed Ieature for Cayenne models since 2005 and will be a

factory installed feature on the Cayenne tmd other Porsche sports cars though 2013.

4
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Harlev-Davidson. In 2005. we entered into the motorcycle market with Harley-Davidson s exclusive 2006 FLHTCUSE Screamin'agle Ultra Classic Electra

Cilide. the lirst ever moiorcycle model equipped v:ith a standard XM Satellite Radio. and coniinue to be installed on ihe 2007 model. Our service can also be

added as an accessory feature on 12 other Harley-Davidson bikes in its 2007 touring lineup.

Other Aatomobil» and Trttch lvtantffacmrers. Isuzu. Lotus, Subaru. and Suzuki offer XM Radio as either a dealer and/or factory-installed option in numerous

popular makes and models. We are educating automobile dealers about XM Radio to develop sales and promotional campaigns that promote XM radios to new

car buyers. In addition. we have relationships with Freightliner Corporation and Pans Pacific, and XM radios are available in Freightliner and Peterbilt trucks.

AItennarget

XM radios are available in the altermarket under the Audiovox. Delphi. Pioneer. AGT. Alpine. Sony. Polk, and et6n. Grundig brand names at national consumer

electronics retailers. such as Best Buy, Circuit City. Wal-Mart and other national and regional retailers. These mass market retailers support our expanded line of

car stereo, home stereo, plug and play and portable handheld products. We develop in-store merchandising materials. including end-aisle displays for several

retailers. and train the sales forces of all major retailers.

We further expanded our product line in 2006:

XM2go Portable, Handbeld Produ»ts. In 2006, we and Pioneer introduced the Pioneer Inno, the next-generation portable XM2go satellite radio that

plays live satellite radio "on the go'nd both MP3s and WMAs. The Inno™ includes a feature that allows the user to -bookmark'ongs heard on XM,

connect the Innor"'o a personal computer, and instantly purchase the songs from ihe XM + Napster online service. In 2005. Pioneer and Tao each

introduced new XM2go models to follow up on the 2004 introduction of the XM Delphi XM2ao MyFi. the first personal, portable satellite radio. The

XM2go hand-held models enable users to enjoy XM Radio in two ways: a "live'istening mode that enables users io listen live to all of XM s channels

and a "memory- mode that allows users to store five hours or more ofXM content, even when the unit is not in use. XM2go models also feature

customizable sports and stock tickers, as well as a clock and alarm.

Plttg-and-Plat XM Radios. In August 2005. we introduced the Roady XT. a small. lightweight unit with a built-in FM transmitter that can make any

FM radio an XM radio by wirelessly transmitting XM Satellite Radio to any one of'iis l 00 FM radio frequencies. The Roady XT has a customizable sports

ticker that displays the latest scores and schedules for professional and colleee sports. It also has a customizable stock ticker for keeping track of up to 20

stocks, and the popular TuneSelect feature. which alerts the listener when I'avorite songs and artists are played on any XM channel. The Audiovox Xpress

is the smallest satellite radio to offer a five-line display screen and also I'eatures customizable sports and stock tickers. The Delphi SkyFi2 has an

innovative pause and replay function. a customizable sports and stock ticker and TuneSelect with a built-in FM transmitter. In the fall of 2006. we

introduced the Delphi SkyFi3. the next generation in the SkyFi family. While providing similar leatures to that of the SkyFi2, the SkyFi3 is more compact

and provides for I 0 hours of storage of XM programming.

Connect-and-Ping and Passport Tecitnologies. Our "Connect-and-Play" and "Passport" technologies integrate into a broad range of home devices

such as stereo receivers and DVD players by allowing the listener to simply plug an XM Connect-and-Play antenna into an XM-ready receiver. Yamaha

offers XM-ready products including home receivers and home theater systems. Other manufacturers of'our Connect-and-Play home equipment include

eton/Grundig. Pioneer, Denon. Harmon Kardon, LG Electronics, Onkyo. Thomson RCA, Polk Audio an'd Boston Acoustics.

Advanced Applicotions. ln addition to TuneSelect and the customizable sports and stock tickers. we also offer XM NavTraffic, the nation's first satellite

traffic data service. which provides continuously updated real-time traffic information for 44 major metropolitan cities across the United States for a

monthly fee. For aviation and marine. the XM WX satellite weather service provides real-time graphical weather data for advanced situational awareness

in prevailing weather conditions. At the 2007 International Consumer Electronics Show ("CES"), XM demonstrated the next steps in advanced

applications featunng XM WeatherLink. providing real time weather information for vehicle and portable navigation systems (including a preview of the

Bushnell ONIX 400. the first handheld device to feature the service). XM ParkingLink for dynamic parking space availability information for navigation

systems, conversational speech interaction and video technology.

To facilitate attractive pricing for retail radio and automobile consumers, we have financial arrangements with certain radio manufacturers that include our

subsidizing of certain radio component parts. We are pursuing additional arrangements for the manufacture and distribution of XM radios for the home and

portable markets.
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klarbeting&

Our marketing strategy is designed to build awareness and demand among potential subscribers and the advertising community. Our strategy also includes

providing potential subscribers v!ith ihe opportunity to experience the XM service, because it is available to new car prospects during vehicle test drives of

XM — en&nb)ed General Motors, I)tmda/Acura. Toyota!Lexus Scion! Hvundai. Nissan Infiniii. Porsche, Subaru, Suzuki. and Isuzu vehicles, on AVIS, Alamo.

National and Zipcar rental cars and on AirTran, Vnited. and JetB)ue airplanes. In addition, we have partnered with Starbucks. AOL. Napsier and DIRECTV " to

build awareness of XM among their customer bases.

We promote XM Radio as the leader in the satellite r&adio category, offering appealing teatures compared to traditional radio. Our ongoing advertising and

promotional activities include television, radio, print and Internet advertising and distributing sample programminr and marketing materials at retail outlets.

concets venues. motor sports events. and on the Internet to generate consumer interest. General Motors. Honda and I-lyundai sponsor national and local print and

television advertising that features the Xlvl logo and message. Our current "Are You On?'arketing campaign features TV spots and print ads,

Since 200$ . we have been lcvera& ina our extensive sporLs broadcasting offerings and exclusive relationships with Major League Baseball . the PGA Tour'nd
the Indy Racing League to attract new subscribers. We promote our "every team. a)l season long" coverage ol Major League Baseball to highlight the more than

2.500 spring training, regular season and playoff games we broadcast during the season. We promoie our exclusive relationship v;ith the PGA Tour " by offering

handheld radios for rental and purchase at pGA events. We have a multi—year agreement with Andretti Green Racing ("AGR') to be a major associate sponsor of

the race car driven by IndyCar Series superstar Danica Patrick.

XM Radio promotes subscriber acquisition activities with boih automobile original equipment and aftermarket radio manufacturers. These include:

promotional campaigns directed towards automobile manufacturers and dealers;

in —store promotional campaigns, including displays located in electronics, music and other retail stores, rental c&ir agencies and automobile
dealerships;

incentive programs for retailers; and

jointly funded local advertising campaigns with retailers.

Brand Ateareness and Otber Distribution Arrangements

XM C&madrr. In November 2005, Canadian Satellite Radio ("XM Canada"), our exclusive Canadian licensee! launched its satellite radio service in Canada for a

monthly subscription I'ee currently set at CDN$ 14.99. XM Canada's )00 channel line-up includes XM's digital—quality commercial— free music, National
I-lockev League 'lay-by— play coverage of more than 40 games per week plus 24x7 sports talk channel "Home lce," and eight exclusive Canadian channels
hiahli«hting Canadian music artists and composers and Canadian news programming, as mandated by the terms of the license granted to XM Canada by the

Canadian regulatory authority.

DlRECT)!'". We have partnered with DIRECTV'o offer up to 72 channels of XM&s music. children's and talk programming to DIRECTV "'s customers.

k)'eb— bused Offerings. While we make certain channels avai)able to current subscribers via XM Online. we have partnered with a number of companies toI enhance the listening experience of current subscribers and expand our visibility to potential subscribers via various web-based offerings.

XM Online. We offer a subset of our satellite radio service on XM Online, our Internet offering, that is inc)uded as part of our basic radio
subscription service price of $ 12.95 per month (radio required); XM Online can also be purchased as a standalone service for $7,99 per month. Of
our total 94 channel lineup on XM Online, 76 commercial—free music channels are XM originals which are also broadcast on our satellite radio
service (7 are exclusively programmed for XM Online). 10 are AOL music channels. and g are XM original news/talktinformation channels
(including XM Kids. The Bob Edwards Shov'. XM Comedy, Laugh USA. Special X, Oprah & Friends. and The Virus. featuring Opie & Anthony).

America Online ("AOL "l. We and America Online have created an online radio service. The co—branded service includes a free, web radio
offering and an enhanced premier radio offering that is available to AOL members &at no additional charge. We also integrate select AOL original
programs. such as AOL Sessions, into our programming.
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XN ~ /v'apster. We have a Iong-term. strategic partnership with Napster. "XM + Napster" provides a single interface for accessing, purchasing

and managing music from Xl»1 and Napster. Listeners can purchase music heard on XM Radio from Napster to listen to on their XM Satellite/MP3

players for a portable hstening experience.

Andib/e. With our 2005 partnership with Audible, we launched the This is Audible Show on Sonic Theatre as well as The XM Audible Store,

which offers audio books and other programs for individual purchase or compuier based download subscription. includine XM programming from

The Bnb Edwards Shaw and Opie &: Anthony.

Airpianes. XM Radio is now, available nn certain AirTran, JetBlue and United airplanes.

Rental Cars. XM Radio is available nationwide at participating Avis. National, Alamo and Zipcar car rental locations.

Subscriber and Ad»ertising Re»ense

We primarily derive revenues from subscriber fees fnr our satellite radio service. We charge subscribers a monthly fee for over 170 channels of our

programming. We offer family plan discnunts lo subscribers who have multiple XM radios. We also ofTer pre-paid annual and multi-year subscripiion

discounts. The family. annual and multi-year subscriptions are popular with our subscribers.

We derive some revenues from advertising. Our non-commercial free channels. including our traffic and weather channels, provide what we believe is an

attractive advertising medium I'or national advertisers. We have advertising sales offices in several major media markets to sell'irectly to advertising agencies

and media buying groups. We have sold advertising programs and sponsorships to hundreds of advertisers and agencies. including many Fortune 500 companies.

Our System

Our system provides satellite radio lo the continental United States and coastal waters using radin frequencies allocated by the FCC for satellite radio. These

radio frequencies are within a range of frequencies called the S-Band. The XM Radio syslem is capable ofproviding high quality satellite services to XM radios

in automobiles, trucks. recreation vehicles, airplanes. and pleasure craft, as well as to fixed or portable XM radios in the home. office or other fixed locations.

The XM Radio system extends to other platforms that include the Internet for our streaming service as well as other plarforms such as DIRECTV " and Napster.

The XM Radio system uses a network consisting of high-power satellites, an uplink facility. and ground-based repeaters primarily in dense urban areas to

provide coverage where the satellite signal is obstructed.

Consinner Hanlware

X»/Radios. We transmit XM content throughout the continental United States to vehicle. portable. home and plug-and-play radios, Certain of our radios are

capable of receiving both XM cnntent and traditional AM'FM stations. Our advancing chipset design has spawned a broad array ofXM Radio products. Many

XM radios now feature customizable sports and stock tickers as well as TuneSelect. which nntifies the listener when a favorite artist or song is playing on any

XM channel. We plan to continue to expand our product offerings in 2007 with the XM Connect-and-Play technology, new XM2go portable products and other

offerings. The Pioneer Inno, which ofl'ers MP3 music and live satellite radio on the go, was awarded Popular Science's "Best ofWhat's New 2006" Award in

the Gadgets category. The XM Mini-Tuner. a portable cartridge that delivers XM to any compatible player, was honored in the Home Entertainment category.

The XM Mini-Tuner is distributed by Audiovox. Five XM products were recognized as honorees for the innovations 2006 Awards, which are sponsored by the

Consumer Electronics Assnciatinn and honor excellence in consumer technology design and engineering. At the 20061nternational Consumer Electronics Show

in Las Vegas,. the Pioneer Inno XM2go radio was selected as Best of CES 2006 People s Voice Award hasted by CNET.

Space Segment

Saie11ite System. Boeing Satellite Systems ("BSS*'), has built, launched and delivered in-orbit four Boeing 702 high-power satellites for the XM Radio system.

The satellites were launched on March 18. 2001. May 8, 2001, February 28, 2005 and October 30, 2006. respectively, and XM-3 and XM-4 are now

transmitting the XM signaL

Our first two satellites. Xhf-I and XM-2. experienced progressive solar array degradation issues and serve as in-orbit spares in their current capacity. We

launched our third satellite„XM-3. in February 2005, at 85'est Longitude orbital location. and our fourth satellite. XM-4, in October 2006. at 115'est
Longitude orbital location. to mitigate the issues with XM-I
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arid XM— 2. Vte have a contract to construct a spare satellite. XM—5, expected to be completed by year— end 2007/early 2008. Our commitments regarding XM— 3.

XM—4 and XM — s are described under -Management '4 Discussion and Anaizsis ofFinanziai Corz&iition und Reszrits ofOperatiorzs — Fzrture Operating Liquidih'md

Capitai Resour.&'o Rettui rent& ntx."

ln Iuly 2004, v;e reached agreement with insurers covering 80'«of the aggregate sum insured of $400 million relating to the pro«ressive solar array pov'er

degradation problem with XM — I and XM— 2. We received a settlement rate equal to 44.5 "air of the proportionate amount covered by each of these insurers,

representing a total recovery of approximately $ 142 million. This settlement resolves any issues about the amount of loss sustained. includes a waiver by the

settling insurance companies of'any reductions based on salvage value, terminates any further risk to the settling insurers under the policies and ends any other

'ghts the settling insurers might have with regard to XM — I and XM—2 or revenues generated by our continuin&e use of'those satelliies. We have collected all

amounts due under the settlement. The portion of the insurance proceeds related to claim payments. totaling $ 133.9 million. ivas recorded as a reduction to the

carrying values of XM-I and XM— 2. In August 2004. we filed for arbitration to collect the remaining 20 air of'he sum insured utilizing the third—party dispute

resolution procedures under the policy. During 2006 we were notified that we were not successful in our arbitration claim against the remaining insurers, and will

not receive any further insurance proceeds with regard to this issue. The result of this arbitration did not affect our July 2004 agreements with respect to the 80"/u

of the aggregate sum insured.

Satoiiire Transmission. Our satellites are deployed at 85'z&est Longitude and 115''es( Longitude. At their designated orbital locations. the satellites receive

audio signals from our progmmming center and retransmit the signals across the continental United Staies. The satellites are 30'part in longitude in order to

enhance the probability of clear line—of—sight communication between the satellites and XM mobile radios.

The transmission coverage areas. or footprints, of our satellites encompass the 48 conti&zuous states, nearby coastal waters and the densely populated regions of

Canada. We have tailored these footprints to provide nearly uniform availability over the United States and to minimize transmission spillage across the United

States borders into Mexico. XM Canada. our exclusive Canadian licensee, holds a broadcast license in Canada.

Our satellites transmit audio programming within a 12.5 Megahertz ("MHz") bandwidth operating in the S-Band radio frequency spectrum that the FCC has

allocated for our exclusive use. Megahertz is a unit of measurement of frequency. This 12.5 MHz bandwidth is subdivided into six carrier transmission signals,

f'our signals transmitted from our satellites and two signals transmitted by the terrestrial repeater network. The audio programming for XM Radio is carried on

two satellite simzafs. and the remaining two satellite signals and the terrestrial repeater signals repeat the audio programming to enhance overall signal reception.

The transmission of hi&zher quality sound requires the use of more kilobits per second than the transmission of lesser quality sound. We are currently using our

allocated bandwidth in such a way as to provide over 170 channels.

Insurance. We bear the risk of loss for our saiellites. and we seek to obtain insurance to cover that risk. V'e obtain launch and in—orbit insurance policies from

global space insurance underwriters. These policies generally provide coverage for a total, constructive total or partial loss of the satellites that occurs during a

limited period after launch and for annual in —orbit periods. Our insurance will not cover the full cost of constructing. launching and insuring new satellites, nor

will it protect us from the adverse effect on our business operations due to the loss of a satellite. Our policies contain standard commercial satellite insurance

provisions, includin&z standard coverage exclusions. Since we have settled our claim on XM-I and XM — 2, Xlvl —
I and XM—2 no longer have in-orbit insurance

coverage. We acquired and paid for launch and one— year in—orbit insurance in early 2005 in connection with the launch of XM —3. and obtained in—orbit

insurance effective following the expiration of the initial policy and as of the end of the first annual renewal period. Prior to the launch of XM —4, v"e acquired

and paid for launch and one—year in —orbit insurance for that satellite. plus partial coverage for a five—year in—orbit period. We obtained additional insurance for

XM —4 following in—orbit testing in connection with the February 2007 sale-leaseback transaction with respect to the transponders on our XM—4 satellite.

Ground Se«ment

S&rteiiite Controi. Our satellites are monitored by telemetry, tracking and control stations and are controlled by a spacecraft control station. Each of the stations

g
g

a

hoss a backup station. V'e have a contract with Telesat Canada. Inc., an experienced satellite operator. to perform the telemetry. tracking and control functions.

Broadcast Fariii0. Pro&*ramming from both our studios and external sources is sent to our broadcast facility in Washington, DC, which packages and

retransmits signals to our satellites through the uplink station. In addition, sales and marketing. finance functions. engineering and certain administrative support

are carried on at our Washington, DC facilities.
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Communications traffic between the various XM Radio facilities is controlled by the network operating center. The network operating center monitors satellite

signals and the terrestrial repeater network to ensure that the XM Radio system is operating properly. We have designed and installed fault detection diagnostic

systems to detect various system failures before they significantly impact our quality of service. We have a remote backup central production and broadcast

facility that is able tn originate all of our music channels as well as all third party programming.

Terrestriai Repeaters. Our terrestrial repeater system of approximately 800 repeaters in approximately 60 markets supplements the coverage of our satellites. In

some areas. satellite signals may be subject to blockages from tall buildings and other obstructions. Due to the satellites'ongitudinal separation, in most

circumstances where reception is obscured from nne satellite. XM Radio is still available from the other satellite. In some urban areas with a high concentration

of tall buildings, however. line-of-sight obstructions to both satellites may be more frequent. In such areas, we have insta))ed and may continue to install

terrestrial repeaters to facilitate signal reception. Terrestrial repeaters are ground-based electronics equipment installed on rooftops or existing tower structures,

where they receive the signal from one of the satellites. amplify it and retransmit it at significantly higher signal strength to overcome any satellite signal

obstruction.

System Technulu~'e

own the design ofour system. including aspects of the technology used in communicating from the satellites. the design of the repeater network and certain

aspects of the design of and features that may be used in our radios. We have joint ownership of a license to use the technology developed by the radio and

chipset manufacturers. We also license various other technologies used in our system. We have not acquired any intellectual property rights in the technology

used in constructing and launching our satellites.

Our system design, our repeater system design and the specifications we supplied to our radio and chipset manufacturers incorporate or may in the future

incorporate some intellectua) property licensed to us on a non-exclusive basis by WorldSpace, who has used this technology in its own non-United States

satellite radio system. We also have the right to sublicense the licensed technology to any third party. including chipset manufacturers, terrestrial repeater

manufacturers and receiver manufacturers in connection with the XM Radio system. During 2005, XM acquired an interest in WorldSpace in exchange for $25

million.

We believe that the intellectua) property rights used in our system were independently developed or duly licensed by us or by the technology companies who

supplied portions ofour system. We cannot assure you, however, that third parties will not bring suit against us for patent or other infringement of inta))cetus)

property rights.

We have an agreement with SIRIUS Radio to develop a common receiver plat(orm for satellite radios enabling consumers to purchase one radio capable of

receiving both SIR)US Radio's and our services. The technology relating to the common receiver platform is being jointly developed and funded by the two

companies, who will share ownership of it. The development of this common receiver platform is consistent with FCC rules requiring designs for interoperable

receivers with both licensed satellite radio systems. As part of the agreement, each company has licensed to the other its intellectual property relating to the

common receiver platform and its respective system.

%e currently ovm 45 patents relating to various aspects of our system. XM radios and their features. and have numerous other patents pending before the United

States Patent and Trademark Ofiice.

Copyrights tu Prrq;rrrnrmirrg

We must maintain music prngramming royalty arrangements with and pay license fees to Broadcast Music. Inc. ("BMI"), the American Society ofComposers,

Authors and Publishers ("ASCAP") and SESAC, Inc. ("SESAC"). These organizations negotiate with copyright users, collect royalties and distribute them to

songwriters and music publishers. Agreements establish the license fee amounts payable to those entities. In July 2006, we entered intn a new, five-year music

licensing agreement with ASCAP. All of our other agreements expired in 2006. and the royalty arrangements will need to be re—negotiated. Under the Digital

Performance Right in Sound Recordings Act of 1995 and the Digital Millennium Copyright Act of 1998. we also have to negotiate royalty arrangements with the

copyright owners of the sound recordings. or if negotiation is unsuccessful. have the royalty rate established by a copyright royalty board. We had an agreement

with the Recording Industry Association of America ("RIAA"). through its division SoundExchange. establishing royalty payment arrangements for these

perfnrmance rights through 2006. %e are participating in a Copyright Rnyalty Board (CRB) proceeding in order to set the royalty rate for the six year period

starting in January 2007 (see "Legui Proceedings" in Item 3. to Part I of this Form I O-K).
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We have been sued in the United States District Court for the Southern District of New York by major record labels in an action seeking monetary damages and

equitable relief. Plaintiffs allege that recently introduced XM radios that also have MP3 functionality infringe upon plaintil'f's copyrighted sound recordings. Our

motion to dismiss this matter was denied in January 2007. We believe these allegations are without merit and these products comply with applicable copyright

law. including the Audio Home Recording Act. and we intend to vigorously defend the matter (see "Legv/ Proceedings" in Iiem 3. to Part I of this Form I O-K).

The'tW Trvdeniark

We have registered the trademark "XM" with the United States Patent and Trademark Office in connection with the transmission services offered by our

company. Our brand name and logo is generally prominently displayed on the surface of XM radios together ivith the radio manufacturer's brand name. This

identifies the equipment as being XM Radio-compatible and builds awareness ol XM Radio. We intend to maintain our trademark and registration. We are not

aware of any material claims of inlringement or other challenges to our right to use the "XM- trademark in the United States. We also have registered and intend

to maintain trademarks ol the names of certain of our channels. We recently reystered the trademark, -XM" and the logo. in Canada. We have granted a license

to use the trademark in Canada to XM Canada. the exclusive licensee of our service in Canada.

Competition
We face significani competition for both lisieners and advertising dollars. In addiiion to pre-recorded entertainment purchased or playing in cars, homes and

using portable players, we compete most directly with the following providers of radio or other audio services:

Sirius Satellite Radio

We compete with Sirius Satellite Radio, the only other FCC licensee for saiellite radio service in the United States. SIRIUS has announced that it had over

6 million subscribers as of December 31, 2006, including over 2.7 million net new subscribers during the year then ended. SIRIUS broadcasts over 130 channels

ofprogramming and offers certain programming that we do not offer. SIRIUS Radio service is offered as a dealer- and/or factory-installed option on a number

of vehicle model brands, including certain ones that do not offer XM. SIRIUS also is a partner in a Canadian joint venture partnership that competes with our

Canadian licensee in providing satellite radio service in Canada. We have recently announced a merger agreement between SIRIUS and us. as discussed more

fully below under the caption "Proposed Merger with SIRIUS."

Traditional ANIF tf Radio

We compete with traditional AM/FM radio. Many of the traditional radio companies are substantial entities owning large numbers of radio stations or other

media properties. including companies such as Clear Channel. CBS Radio. Emmis, Cumulus Media. Cox Radio. Entercom, Citadel Broadcasting. Radio One,

Salem, Spanish Broadcasting, Beasley Broadcasu Saga, Regent, Gannett. Univision and Wes(wood One. Our Canadian licensee competes with major traditional

AM/FM radio companies such as Corus Entertainment, CHUM, Rogers, Standard Broadcasting. Astral Media, Canadian Broadcasting and Jim Pattison

Broadcast.

Unlike XM Radio. traditional AM,'FM radio has had a well established market for its services for many years and generally offers free broadcast reception paid

for by commercial advertising rather than by a subscription fee. However. by attracting listeners to their stations. they can reduce the likelihood that customers

would be willing to pay for our subscription service and by offering I'ree broadcast they impose limits on what we can charge I'r our service. Also. many radio

stations offer information programming of a local nature. such as local news and sports. which XM Radio cannot offer as eITectively as local radio. To the extent

that consumers place a high value on these features of traditional AM/FM radio. we are at a competitive disadvantage to the dominant AM/FM radio providers.

Some radio stations have reduced the number of commercials per hour. expanded the range of music played on the air and experimented with new formats in

order to compete with satellite radio. The AM.'FM radio broadcasting industry is highly competitive. Radio companies compete for listeners and advertising

revenues on the basis of a variety of factors, including:

program content;

on-air talent:

~ transmitter power;
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source frequency;

audience characteristics;

local program acceptance: and

the number and characteristics of other radio stations in the market.

Although traditional AM.'FM radio stations typically broadcast by means of analog signals. rather than digital transmission. a significant number of radio stations

have begun broadcasting their primary signal using digital transmission technology such as that offered by iBiquity. A group of major broadcast radio networks

recently created a coalition lo jointly market di«ital radio services. According to this coalition, more than 3.000 U.S. radio stations have committed to

broadcasting in the HD Radio fomiat. More than 1.000 radio stations are currently broadcasting primary signals with HD Radio technology. available to &g0"iuoi'he

U.S. population. and manufacturers. including Alpine. Delphi. Panasonic. Polk and Yamaha, are creating digital receivers. To the exteni that traditional

AM/FM radio stations adopt di&zital transmission technology such as that offered by iBiquity and to the extent such technology allows signal quality that rivals

our own. any competitive advantage that we enjoy over traditional radio because of our digital signal would be lessened. In addition, the widespread introduction

of terrestrial digital radios could lessen our competitive advantage. Traditional AM/FM broadcasters are also aggressively entering the internet radio and wireless

distribution with e— commerce.

Doivnluading Devices

The Apple iPod 's a portable digital music player that sells for approximately $ 80—$ 350 and allows users to download and purchase music through Apple's

iTuncs" Music Store, which features over 4 million songs, 100,000 podcasts, 20&000 audio books. 5,000 music videos. 250 feature films and 350 television

shows, as well as convert music on compact disc to digital files. Apple sold over 39 million iPods 'uring its fiscal 2006 year. The iPod'nables consumers to

buy and store up to 20,000 songs. In addition. iPods're compatible with certain car stereos and various home speaker systems, and certain automobile

manufacturers have entered into arrangements with manuf'acturers of portable media players that are expected to enhance this compatibility. Availability of musie

in the public MP3 audio standard has been growing in recent years with sound files available on the v'ebsites of online music retai)ers& artists and record labels

and through numerous tile sharing software programs. These MP3 files can be plaved instantly, burned to a compact disc or stored in various portable players

available to consumers. Although presently available formats have drav'backs such as hardware requirements and download bandwidth constraints, which we

believe could make XM Radio a more attractive option to consumers. Internet-based audio formats are becoming increasingly competitive as quality improves

and costs are reduced.

Internet Radio

Internet radio broadcasts have no geographic limitations and can provide listeners with radio programming from around the country and the world. Major media

companies inc)uding Clear Channel, America Online (which includes a number ofXM channels) and Yahoo make near CD—quality digital streams available

through the Internet for free or in some case for a fraction of the cost of a satellite radio subscription. The past fev" years have seen a steady increase in the audio

quality of Internet radio streams and in the amount of audio content available via the Web. resulting in a steady increase in !nternet radio audience metrics. We

expect that improvements from higher bandwidths, faster modems and wider programming selection are likely to continue making Internet radio an increasingly

significant competitor in the near future. These services already compete directly with our XM Radio Online service and. through the use of home stereo media

adapters or media —centric PCs. v&iih our home line of products.

Direct Broadcast Satellite and Cable Audio

A number of companies provide specialized audio service through either direct broadcast satellite or cable audio systems. These services are targeted to fixed

locatioiis, mostly in-home. The radio service offered by direct broadcast satellite and cable audio is often included as part of a package of digital services with

video service. and video customers therefore generally do not pay an additional monthly charge f'r the audio service.

Dig&ital Media Services

We face or expect to face competition from businesses that plan to deliver entertainment and media content through cell phones and other wireless devices.

Sprint Nextel, Comcast. Time Warner Cable, Cox Communications and Advance/Newhouse Communications have announced a joint venture to work toward

accelerating the convergence of'video entertainment, wire)inc and wireless data and communications products and services to provide customers throughout the

United States access to advanced integrated entertainment, including streaming television programming, music. video clips, games and pre—recorded DVR

programs, communications and vs ire)ess products. QUALCOMM has announced that its wholly owned subsidiary, MediaFLO USA, will offer interactive

v;ireless multimedia services to consumers in cooperation with U.S. wireless operators through a nationwide network that v&i)1 deliver multimedia content to

mobile devices in the
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700 lvlHz spectrum for which QL'ALCOMM holds licenses with a nationv'ide footprint. In December 2005. QUALCOMM and Verizon Wireless announced that

QUALCOMM and MediaFLO USA are working together with Verizon Wireless to bring customers real—time mobile video over the IvlediaFLO multicasting

network in the Linited States. QUALCOMfv1 and Verizon W'ireless expect to launch mobile TV services over the MediaFLO network in approximately half the

markets already covered by Verizon Wireless'DMA2000 I xEV—DO—based broadband network. enab)ing Verizon Wireless to offer real-time mobile TV

services to its subscribers. Cross n Castle has announced that it plans to dehver live mobile video in partnership with wireless operators through its Modeo

subsidiary. It svi)l provide the service over 5MHz of its licensed spectrum in the )670— 1675 MHz band and plans to commercially launch in select major U.S.2

markets, includin ~ Nev, York City. Other v'ireless network competitors include Broadcast Networks and HiWire,

Traffic P 'eics Seri ices

A number of providers also compete wiih the XM Niiv Traffic service. SIRIUS partners with NAVTEQ, thc same partner used by XM for data behind XM

NayTraffic, to provide real-time traffic data to i ehicles over its satellite radio network for 44 metropolitan markets. The service will provide regularly updated

traffic inf'onnation and help seleci aliernative routes. Clear Channel and Tele Atlas are able to deliver nationwide traffic information for the top 50 markets to

in —vehicle navigation systems using RDSTMC. the radio broadcast standard technology for delivering traffic and travel information to drivers. There are also

services that provide real-time traffic infonnaiion io Internet—enabled cell phones or other hand held devices. but these are available only in limited markets and

the associated data plan costs in addition to normal cell phone rates may make the offering un—desirable to many users.

Regulatory Matters
Satellite Licenses

Xlvf Radio and S) RIUS Radio received licenses from the FCC in October 1997 to construct and operate satellite digital audio radio service systems. The FCC

allocated 25 MHz for the service in a range of mdio frequencies known as the S-Band. divided equally between the two licensees.

As the holder of one of'wo FCC licenses io operate a commercial satellite radio service in the United States, v'e are subject to regulatory oversight by the FCC.

The operation of our system is subject to significant regulation by the FCC under authority granted through the Communications Act and related federal law.

Non—compliance by us v'ith FCC rules and regulations could result in fines, additional license conditions, license revocation or other detrimenta! FCC actions.

Any of these FCC actions may hami our business. There is no guarantee that the rules and regulations of the FCC will continue to be favorable to our business

plan. Any assignment or transfer of control of our FCC license or other FCC authorizations we hold must be approved in advance by the FCC.

Our FCC licenses. including our satellite licenses. are held by a subsidiary wholly owned by XM Radio. We are authorized to operate four sate))ites at specified

orbital )ocations. The license to operate the XM —2 satellite at 115'est Longitude expires in March 2009. The license to operate the XM —
I satellite at 85'est

Longitude expires in May 2009. In February 2004. we applied to the FCC for authority to launch and operate XM —3 and XM —4. The FCC granted this

application in January 2005. The license to operate the XM-3 satellite at 85'est Longitude expires in April 2013. The license to operate the XM —4 satellite at

115'est Longitude expires in December 2014. We v'ill be required to apply for a renewal or extension of our FCC license for each of these sate)lites prior to

the expiration of the license term. We anticipate tha(. absent significant misconduct on our part. the FCC will renew or extend our license for each satellite to

permit operation of each satellite for its approximate 15 year useful life. and grant a license for any replacement satellites. From time to time, we may seek

authority f'rom the FCC to operate our satellites at orbital locations other than those authorized in the licenses for those satellites. The U.S. government is

responsible for coordinating our satellites through the International Telecommunication Union ("ITU") and must make periodic filings on our behalf at the ITU.

The FCC has indicated that it may in the future impose public service obligations, such as channel set—asides for educational programming. on sate))ite radio

licensees. Some entities have asked the FCC to impose public service obligations on satellite radio licensees.

In November 2005, the FCC released a decision extending Emergency Alert System ("EAS") obligations to satellite radio operators. These obligations became

g

g

g
g

g
effective on December 31, 2006. In December 200». we asked the FCC to reconsider its decision by relaxing its requirements for testing of EAS alerts and for

transmitting EAS codes and attention signals on certain channels. Our reconsideration request is pending.
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The FCC's rules require interoperability with all licensed satellite radio systems that are operational or under construction. The FCC conditioned our license on

certification by us that our final receiver design is inieroperable with the final receiver design of the other licensee, S)RIUS Radio. which uses a different

transmission technology than we use. We have previously certified and reconfirmed thai we comply with this obligation. Although we believe that we are

currently in comp)iance. the FCC has not expressly acknowledged our compliance. We have signed an agreement with S)RIUS Radio io develop a common

receiver platform combining the companies'roprietary chipsets. but the companies have not completed tinal design of an operational radio using this plaiform.

If the FCC were to interpret ihe interoperability requirement in a manner that mandates a particular radio desi', complying with this requirement could make the

radios more difficu)t and costly to manufacture. In January 2005, the FCC asked us as well as S)RIUS to ffle a report detailing the current status of efforts to

develop an interoperable receiver. XM and SIRIUS submitted a joint report in March 2005.

The FCC order granting our satellite license determined that because we operate a private satellite system under the Communications Act and FCC rules

providing a subscription service on a non-common carrier basis. we would not be subject to the FCC's foreign ownership restrictions. However, such restrictions

would apply to us if we were to ofl'er non-subscription services. The FCC also stated in its order that it may reconsider its decision not to subject satellite radio

licensees to its foreign ownership restrictions.

In April 2004. the FCC initiated a proceeding with respect to terrestrial digital radio in which it also inquired as io whether it should take action io prevent

recording and Internet redisiribut ion of musical recordings that are part of satellite radio broadcasts. In June 2004, we filed comments urging the FCC not to take

any action in this proceeding with respect to satellite radio. SIRIUS Radio filed a similar request. This proceeding is pending.

ln June and October 2006, the National Association of Broadcasters ("NAB") submitted letters to the FCC asking the FCC to open an investigation examining

the issues raised by free access to satellite radio programming, such as (a) in new cars thai have satellite radio receivers pre-installed. (b) in rental cars. and

(c) through transmissions from the FM modulators of satellite radio receivers to nearby vehicles not equipped with satellite radio receivers. NAB argues that free

access to satellite radio programming requires the FCC to apply similar regulations to terrestrial and satellite radio. To dale. the FCC has not acted in response to

these letters.

Repeater A atlmri "ation

Thc FCC is currently conducting a rulemaking proceeding to establish rules for terrestrial repeater transmitters of satellite radio operators. which XM uses to fill

in gaps in satellite coverage. The FCC allows XM to operate a network of such repeaters pursuant to Special Temporary Authority ("STA") granted in September

2001. The FCC has proposed a form of blanket licensing for terrestrial repeaters and service rules, which would prohibit sateffite radio licensees from using

terrestrial repeating transmiuers io originate local programming or transmit signals other than those received from the satellite radio satellites. Various parties.

including the National Association of Broadcasters, Wireless Communications Service ("WCS") licensees, Multipoint Distribution Service (-MDS") licensees,

and )nstructiona) Television Fixed Service ("ITFS") licensees have asked the FCC to:

~ limit rhe power level of'the repeaters to no more than 2 kW peak Effective lsotropic Radiated Power ("EIRP");

~ limit the number of repeaters operating at greater than 2 kW peak power EIRP;

delay consideration of terrestrial repeater rules until XM Radio and SIRIUS Radio provide additional information regarding planned terrestrial

repeaters;

~ require individual licensing of each terrestrial repeater; and

~ impose a waiting period on Ihe use of repeaters in order to determine if'signal reception problems can be resolved through other means

Our continued operation and deployment of terrestrial repeaters may be impacted by whatever rules the FCC ultimately issues in this regard, although we believe

these impacts are not likely to be material to our business. We have made a proposa) to the FCC that any limits on the power of terrestrial repeaters not be lower

than 40 kW EIRP or. ultcmaiively. 18 kW EIRP calculated by averaging power over 360 degrees. We have also proposed to coordinate with WCS liccnsccs in

certain cases prior to operating terrestrial repeaters above 2 kW EIRP. The coordination may include our providing filters in certain instances to limit the

interference WCS licensees claim will result from our operation of repeaters operating above 2 kW EIRP.
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On November I, 2001, the FCC issued a further request for comments on various proposals for permanent rules for the operation of terrestrial repeaters. We have

opposed some of these proposals. Some ol the FCC's proposals and proposals made by other parties. il'adopted by the FCC, could impact our ability to operate

ierrestrial repeaters. including requiring us to reduce the power of some of our current repeaters, and subject us to monetary liability to compensate other FCC

licensees that claim they receive interl'erence from our repeaters.

As noted above, we are currently operating terrestrial repeaters pursuant to STA. This STA authorizes us to operate our terrestrial repeaters for commercial

service on a non-interference basis. Because the STA was conditioned in this manner, we are required either to reduce power or cease operating a repeater upon

receipt of a written complaint of interference. In 2001, one party that opposed XM Radio's request for STA filed an application I'or review of the decision

granting us an STA, asking the FCC to reverse the decision and deny XM Radio's STA request. This Application for Review is still pending.

On November 26. 2003. we applied for an STA to operate an additional fortI nine repeaters in new markets that were not authorized under our September 2001

STA. This request was opposed by a coalition of WCS licensees claiming that grani of this request would result in interference and would prejudice the outcome

of the final rules governing repeaters. Our request was granted in September 2004 over these objections. Our grants of STA to operate all of our terrestrial

repeaters have expired by their terms, but pursuant to the FCC s rules, we are allowed to and have continued to operate these terrestrial repeaters under STA

pending a final determination on our extension request.

In October 2006, we disclosed to the FCC that several hundred of our repeaters were not built pursuant to the exact terms of our STAs. These differences include

some repeaters not being built in the exact locations, or with the same antenna heights, power levels, or antenna characteristics set forth in the STAs. A number

of repeaters were built without an obviously applicable authorization. We brought a number of these repeaters into full compliance with our authorizations by

turning down their power levels. We also discontinued operation of some repeaters. As a result, we believe that service quality in portions of the affected metro

areas has been somewhat reduced. including in terms of more frequent interruptions and!or occasional outages to the service. There has been no impact on the

satellite signal. Immediately following our disclosure to the FCC we Iiled for both a 30-day STA and a 180-day STA with respect to our terrestrial repeater

network. In these STA requests, we are seeking authority to continue to operate our entire repeater network. as builh despite the variances we disclosed. We have

held meetings with the staIT of the FCC regarding these matters. NAB has opposed our STA requests and has asked the FCC to initiate an investigation into'our

deployment of repeaters and to impose sanctions. A coalition of WCS licensees has also opposed our STA requests and has asked the FCC to require us to

immediately reduce the power of any unauthorized repeaters to no more than 2000 Watts peak EIRP. The WCS licensees also dispute whether the power levels

the FCC has authorized for our repeater operations are with regard to peak power or average power. We have interpreted our FCC authorizations to be in terms of
average power and a contrary interpretation would have a significant impact on operations. Our deployment of terrestrial repeaters may be affected by the FCC s

further actions, when taken. In February 2007. we received a letter of inquiry from the FCC relating to these matters. This proceeding may result in the

imposition of financial penalties against us or adverse changes to our repeater network resulting from having repeaters turned off or otherwise modified in a

manner that would reduce service quality in the affected areas. There can be no assurance regarding the ultimate outcome of this matter, or its significance to our

business, consolidated results of operations or financial position. These recent STA requests are distinct from (and if granted would replace) the STAs originally

granted by the FCC relating to our commencing and continuing operation of the repeater network.

The FCC also may adopt limits on emissions of terrestrial repeaters to protect other services using nearby frequencies. While we believe that we will meet any

reasonable non-interference standard for terrestrial repeaters, the FCC has no specific standard at this time.'nd the application of such limits might increase our

cost of using repeaters. Although we are optimistic that we will be able to construct and use terrestrial repeaters as needed, the development and implementation

of the FCC's ultimate rules might delay this process or restrict our ability to do so. We believe that it is not likely that an FCC order would materially impact the

terrestrial repeater system design currently in operation.

Coordination anti interferenee Matters

We are required to coordinate the XM Radio system with systems operating in the same frequency bands in adjacent countries, particularly Canada and Mexico.

The United States government. which conducts the coordination process, has entered into coordination agreements with both the Canadian and Mexican
governments. XM Canada, our exclusive Canadian licensee, received a license to operate a satellite radio seridce in Canada using our existing satellites. which

provide coverage of the densely populated regions of Canada.
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We operate the communicaiion uplinks to our satellites from earth stations in Washington. DC (primary) and Atlanta, GA (backup) in a band of radio frequencies

that are used for several other services. such as fixed services. broadcast auxiliary services, electronic news gathering services, and up)ink feeder links for mobile

satellite services. The FCC has granted us licenses for these earth stations. The license for our Washington. DC earth station expires in March 2011 and the

license for our Atlanta earth staiion expires in August 2019. We can seek authority from the FCC to extend these license terms.

Our service may be subject to inierfcrencc caused by other users of radio frequencies. From time to time, the FCC has permitted or has proposed to permit new

uses nf radio frequencies that could result in interference to our service. particularly unlicensed operations in adjacent frequency bands. Moreover, the FCC has

permined or has proposed to permit existing users of radio frequencies to operate in ways that could result in interference to our operations. We have expressed

and continue to express concerns to the FCC regarding the poicntia) for other uses of radio frequencies to cause interference to our service. 1('ihe FCC does not

adopt sufficient technical limiis on these other uses of radio frequencies, our service may be adversely affected.

FM Niuduluiur Invexriguriun

In April 2006 and August 2006. we received letters of inquiry from the FCC's Enforcement Bureau regarding FM modulator wireless transmitters in various XM

radios and whether such transmissions were in compliance with permissible emission limits. Ho health or safety issues have been involved with these wireless

XM radios..We have responded io the FCC s letters. implemenied a series of design and installation modifications, and through October 2006. obtained new

ceriifications for six models ol modified XM radios using our new SureConnect technology. In addition, we have implemented a regulatory compliance plan,

including the appoinimeni of an FCC regulatory compliance oAicer to monitor FCC regulatory compliance, specifically with reference to the design,

veriftcatiortrcenification, and production of XM radio receivers. We are in discussions with the FCC to resolve this matter and have proposed entering into a

consent decree requiring boih additional remedial action and a voluntary contribution io the federal government. NAB has asked the FCC to require a recall of

non-comp)iant devices from our reiailers and distributors. We cannot predict at this time the extent of'any further actions that we will need to undertake or the

extent of the financial obligations w e may incur. There can be no assurance regarding the ultimaie outcome of this matter. or its significance to our business,

consolidated results of operations or financial position.

Proposed Merger with SIRIUS

On February 19, 2007, we entered into an Agreement and Plan of Merger with Sirius Satellite Radio lnc. under which ow business wou)d be combined with that

o('SIR)US ihrough a merger of XM and a newly formed. whol)y owned subsidiary of SIRIUS.

The completion of the merger is subject to various closing conditions. including obtaining the approval ofour stockholders and SIRIUS s stockholders and

receiving certain regulatory «nd antitrust approvals (including from the Federal Communications Commission and under the Hart-Scott-Rodino Antitrust

Improvements Act of )9(6. as amended). The merger is intended to qualify as a reorganization for federal income tax purposes.

At the etTective time of the merger. by virtue of the merger and without any action on the part of any stockholder, each share of our Class A common stock then

issued and ouistanding will be converted into ihe right to receive 4.6 shares ofcommon stock of SIRIUS. Each share ofour Series A convertible preferred stock

then issued and outstandina similarly will bc convetacd at the effective time of the merger into the right to receive 4.6 shares of a newly-designated seriesol're!erredstock of S)RIUS having the same powers. designations. preferences. rights and qualilications, limitations and restrictions as the stock so converted.

Mr. Mel Karmazin, current)y chief executive officer of SIRIUS, will become chiefexecutive officer of'he combined company and Mr. Gary M. Parsons,

currently our chairman. will become chairman of Ihe combined company. The combined company's board of directors will consist of 12 directors, including

Messrs. Karmazin and Parsons. four independent members designated by each company. as well as two representatives of the auto industry who are current

members of our board of directors.

The merger agreement coniains certain termination rights both for us and for S)RIUS. If the merger agreement is terminated under circumstances specified in the

merger agreement due io action by one of the parties. we or SIRIUS, as the case may be, will be required to pay the other a termination fee of $ )75,000,000.
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Our board of directors and the board of directors of SIRIUS has approved the merger.

The merger agreement contains representations and warranties which the parties thereto made to, and solely for, the benefit of each orher. The assertions

embodied in those representations and warranties are qualified by information in confidential disclosure schedules that the parties have exchanged in connection

with signing the merger agreement and that modify. qualify and create exceptions to the representations and warranties contained in the merger agreement. We

and SIRIUS each have made covenants in the merger agreement aboui continuing our or their business in the ordinary course.

The foregoing description of the merger does not purport to be complete and is qualified in its entirety by reference to the Current Report on Form 8-K. filed

February 21, 2007 and the merger agreement filed as an exhibit to that Form 8-K and incorporated into this report by reference.

Satisfaction of the closing conditions could take several months or longer. There can be no assurance that the conditions to completion of the merger will be met,

or that the merger will be completed.

Statements made in this Form I 0-K relating to our business strategies, operating plans, planned expenditures. expected capital requirements and other

forward-looking statements reaarding our husiness do not take into account potential future impacts of our proposed merger with SIRIUS.

Personnel

As of December 31. 2006. we had 860 employees. In addition. we rely upon a number of consultants, other advisors and outsourced relationships. The extent and

timing of any increase in staffing will depend on the availability of'qualified personnel and other developments in our business. None of our employees are

represented by a labor union. and we believe that our relationship with our employees is good.
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RISK FACTORS
Potentia! investors ar.e urged to read and consider the risl factors relating to an investment in XM SatelIite Radio Holdings lnc. contained het.cits Before making

an investment decision you should cat efully consider these risks as well as other injotvnation vi e include in or incotytorate by reference into our publicjilings

with the SEC. The risks and uncertainties we have described are nol the only onesfac ing our company. Additional risks and uncertainties not presently known to

us or that we currently consider immaterial may also agect our business operations.

The pending merger with SIRIUS may create uncertainty for our subscribers, employees and business partners.

On February 19. 2007. we announced that we had entered into a merger agreemeni with Sirius Satelliie Radio. The merger is currently expected to close by the

end of 2007. While the merger is pending, consumers may delay or defer decisions to become XM subscribers and existing subscribers may experience

uncertainty about our service. including the results oi'any integration of our satellite system with thai of SIRIUS. This may adversely affect our ability to gain

new subscribers and retain existing subscribers, which could adversely affect our revenues as well as the market price of our Class A common stock. Current

employees may experience uncertainty about their post-merger roles with XM. and key employees may depart because of issues relating to the uncertainty and

difficult of integration or a desire not io remain with XM following the merger. Other parties with which we have or are pursuing relationships. such as

programmers. radio manufacturers and retailers. may defer further arrangements with us.

The merger with SIRIUS is subject to various approvals and msy not occur.

We and SIRIUS must obtain shareholder approval and governmental approvals. most signiiicantly from the FCC and either the Department of Justice or Federal

Trade Commission under ihe antitrusi laws. If we do not receive these approvals, or do noi receive them in a timely manner or on satisfactory terms. then we may

not be able to complete the merger. The approval needed from the FCC may be complicated by provisions of our FCC license providing for iwo satellite radio

companies. Governmental agencies may impose limitations on the business of the combined company or require divestiiure of assets as a condition to approval

of the merger, which may result in one of the parties to the merger being entitled to and electing not to proceed with the merger or reduce the anticipated benefits

of the merger. We cannot assure you that the merger will be completed in ihe anticipated time frame or at all. A failure to complete the merger may result in a

decline in the market price of our Class A common stock.

We will incur significant transaction and merger related costs in connection with the merger.

We have already incurred and will incur transaction fees and other costs related to thc merger. and expect to incur significant costs associated with completing

the merger and combining the operations of the two companies. which cannot be estimated accurately at this time. Further, diversion ofattention from ongoing

operations on the part of management and employees could adversely affect our business. Although. atIer the merger closes. we expect that the elimination of
duplicative costs, as well as the realization of other efficiencies related to the integration of the businesses. may offset incremental transaction and
transaction-related costs over time. this nei benefit may nof be achieved in the near term. or at all. In addition. the terms ofour debt securities may require that

we or the combined company ofter to repurchase those securities upon the closing of ihe merger. which may result in additional iransaction costs. Also.

speculation regarding the likelihood of the closing of the merger could increase the volatility of our share price. and pendency oi'he merger could make it

difficult to effect other significant transactions. io the extent opportunities arise io engage in such transactions. We will incur these costs, as well as I'ace the

disruptions to our business and the harm io our relationships with subscribers. employees and business partners discussed above. even if the merger is not

completed.

The merger may not provide all of the anticipated benefits.

Ifwe are able to complete the merger. we expect to achieve various benefits from combining our and SIRIUS s resources, including the ability to provide an

increased number of channels to subscribers and synergies resulting from combining our technology and innovation efforts, as well as significant cost savings

from a combined operation. Achieving the anticipated benefits of the merger will depend in pari upon whether our two companies integrate our businesses in an

efficient and effective manner. To date we have operated independently from SIRIUS and legal restrictions have in the past and will in the future limit planning

for integration of the two companies. Accordingly, we may not be able to accomplish this integration process smoothly or successfugy or in a timely manner.

Any inability of management to integrate successfully the operations of our two companies. or to do so in a timely manner. could have an adverse effect on the

combined company or the expected benefits from the merger.
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You could lose money on your investment because our expenses exceed our revenues.

Unless we continue to increase our revenues, we may not be able to operate our business and service our indebtedness and you could lose money on your

investment. Our ability to continue io increase our revenues and ultimately to become profitable will depend upon several factors, including:

whether we can attract and retain enough subscribers to XM Radio:

our ability to maintain the costs oi obtaining and retaining subscribers and programming;

~ whether we compete successfully: and

~ whether our XM Radio sysiem continues to operate at an acceptable level

Our cumulative expenditures and losses have been significant and are expected to grovr.

As of December 31, 2006. we had incurred capital expenditures of $ 1.7 billion and cumulative net losses approximating $3.5 billion from our inception through

December 31, 2006. We expect our cumulative net losses and cumulative negative cash flows io grow as we make payments under our various distribution and

programming contracts, incur marketing and subscriber acquisition costs and make imerest payments on our outstanding indebtedness. If we are unable

ultimately to generate sufticient revenues to become profitable and generate positive cash flow. you could lose money on your investment.

Demand for our service may he insufficient for us to become profitable.

Because we offer a relatively new service, we cannot estimate with any certainty whether consumer demand for our service will be sufficient for us to continue to

increase the number of subscribers at projected rates or the degree to which we will meet that demand. Over the past year, we have had to lower our guidance

with regard to the number of subscribers we expected to add during that year: and there can be no assure'nce that our guidance will not have io be revised in the

future.

Among other things, continuing and increased consumer acceptance of'XM Radio will depend upon:

~ whether we obtain. produce and market high quality programming consistent with consumers'astes;

~ the willingness of consumers. on a mass-market basis, to pay subscription lees tu obtain radio service;

the cost and availability of XM radios: and

~ the marketing and pricing strategies that we employ and that are employed by our competitors.

If demand for our service does not continue to increase as expected. we may not be able to generate enough revenues to generate positive cash flow or to become

profitable.

We may need additional funding for our business plan and additional financing might not be available.

Although we believe ive have sufficient cash and credit facilities available to fund our operations through when we expect our business to generate positive cash

flow on an ongoing basis. we may need additional financing due to future developments or changes in our business plan. In addition. our actual funding
requirements could vary materially from our current estimates. Ifadditional financing is needed. we may not be able to raise sufficient funds on favorable terms

or at all. Failing to obtain any necessary financing on a timely basis could result in a number of adverse eflects that includes defaulting on our commitment to

creditors, which might cause us to seek a purchaser of our business or assets.

The unfavorable outcome of pending or future litigation or investigations could have a material adverse effect on us.

During the past year we became party to several legal proceedings, regulatory inquiries and other matters arising out of various aspects of our business. They
include an inquiry by the FCC based on a determination that the FM modulator wireless transmitter on certain XM radios was not in compliance with permissible

emission limits, an invesiigation by the FTC into whether our activities are in compliance with various laws under FTC jurisdiction and most recently discussions

with the FCC about issues relating to our repeater network. We are subject to pending litigation. which includes a consolidated action filed against us and our
chief executive officer on behalf of purported nationwide classes of purchasers claiming violations of the Securities Exchange Act of 1934 and Rule 10b-5
thereunder, alleging various statements by us and our management failed to project accurately or disclose in a timely manner the amount of higher costs to obtain

subscribers
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during the fourth quarter oi 2005. The SEC has sent us letters asking for information relating to our subscriber targets. costs associated with attempting to reach

these targets during the third and fourih quarters of2005, the departure of one of our board members, our historic practices regarding stock options and certain

oiher matters. We also are a pany to a suit brought by a number ofmajor record companies alleging that recently introduced XM radios that also have MP3

functionality infringe upon plaintiffs'opyrighted sound recordings. We are participating in a Copyright Royalty Board (CRB) proceeding in order to set the

royalty rate payable by XM under the statutory license covering our performance of sound recordings over the XM system for the six year period starting in

January 2007. We intend to cooperate fully with the governmental investigations and to vigorously defend all oi'our litigation matters. However. we cannot

assure a favorable outcome of any of these proceedings, or that an unfavorable outcome would not have a material adverse effect on our business or financial

~p rcsll Its.

Large payment obligations under our agreements vrith General Motors and other automobile manufacturers, suppliers of programming and others

may prevent us from becoming profitable.

We have significant payment obligations under ow agreements with automobile manufacturers, third-party suppliers of programming and licensors of program

royalties. Ahhough we recently paid General Motors approximately $237 million to eliminate obligations to pay approximately $320 million during 2007. 2008

and 2009, we still have significant remaining payment obligations under our long-term distribution agreement with General Motors. We also have or in the

future will have payment obligations under agreements with other automobile manufacturers., and we will need to negotiate new or replacement agreements with

these or other manufacturers over the next several years. Under our mu)ti~ear agreement with Major League Baseball ("MLB") for the rights to broadcast

MLB games live nationwide and be the Official Satellite Radio provider of Major League Baseball, we are obligated to pay $60 million per year through 2012.

We have many other agreements and must negotiate renewal or replacement agreements with third-party suppliers of programming. Our payment obligations
could increase v hen agreements are renewed or replaced. and will increase under the terms of certain existing agreements as the number of our subscribers
increases. Changes in the cost of certain programming or other factors could cause changes to our channel line-up in the future. These payment obligations could

significantly delay our becoming profitable.

We must maintain and pay license fees for music rights, and we may have disputes with copyright holders.

We must maintain music programming royalty arrangements with and pay license fees (o Broadcast Music, Inc. ("BMI"), the American Society of Composers.
Authors and Publishers ("ASCAP") and the Society ofEuropean Stage Authors and Composers. Inc. ("SESAC"). These organizations represent copyright users,
collect royalties and distribute them to songwriters and music publishers. We have a new five year agreement with ASCAP which establishes the license fee

amoums payable. but need to renegotiate the license fees under our agreements with the other entities. Under the Digital Performance Right in Sound Recordings
Act of 1995 and the Digital Millennium Copyright Act of 1998, we also have to negotiate roya)ty arrangements with the copyright owners of the sound
recordings, or if negotiation is unsuccessful. have the royalty rate established by a copyright royalty board. New royalties with the Recording Industry
Association oi'America (-RIAA"). through its subsidiary, SoundExchange, need to be set, and over the next year that royalty is to be set by the copyright royalty
board. We are participating in a Copyright Royalty Board (CRB) proceeding in order to set the royalty rate payable by XM under the statutory license covering
our performance of sound recordings over the XM system for the six year period starting in January 2007. We cannot assure you that royalty fees will remain at

current levels or that arbitration or litigation. in addition to the CRB proceeding. will not arise in connection with royalty arrangements, and we cannot predict
what the rovaltv rates and other costs to our company from any such proceeding, or a setUement of such a dispute or disputes. might be.

We have been sued by several companies in the recording industry alleging that XM radios that also have MP3 functionality infringe upon plaintiffs'opyrighted
sound recordings. We believe these nev; XM radios, which have various functionalities widely available to consumers, comply with applicable copyright law,
including the Audio Home Recording Act. Our motibn to dismiss this matter was denied. However, there can be no assurance regarding the ultimate outcome of
this maner, or the significance. if any. to the Company's business, consolidated results of operations or financial position.

Our )nab))it) to retain customers, including those who purchase or lease vehicles that include s subscription to our service, could adversely affect our
financis) performance.
We cannot predict how successfu) we will be at retaining customers who purchase or lease vehicles that include a subscription to our service as part of the
promotion of our product. Over the past several quarters we have retained
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approximately 52 le to 61~/o of (he pustomers who receive a promotional subscription as part of the purchase or lease of a new vehicle. but that percentage does

vary over time and the amount of data on the percentage is limited. We do not know if'the percentage will change as the number oi'customers with promotional

subscriptions increases.

We experience subscriber churn, ivith respect to our self—pay or non—promotional customers as well. Because we have been in commercial operations for a

relatively short period of time. ive cannot predict the amount of churn we will experience over the longer term. Our inability to retain customers v:ho purchase or

lease new vehicles with our service beyond the promotional period and subscriber churn could adversely affect our financial performance and results of

operations.

Loss or premature degradation of our existing satellites could damage our business.

We placed our XM-3 ("Rhythm" ) and XM—4 ("Blues") satellites into service during the second quarter of 2005 and I'ourth quarter of 2006. respectively, Our

XM— I and XM-2 satellites experienced progressive degradation problems common to early Boeing 702 class satellites and nov serve as in—orbit spares. During

2007, we entered into a sale leaseback transaction with respect to the transpondcrs on our XM—4 satellite. If we fail to make the required payments under this

arrangement, we could lose the right to usc XM —4 to broadcast our service. The terms of this arrangement also require that upon the occurrence of specitied

events. including an operational failure or loss ol'XM—4. then we have to repurchase the satellite and we may not receive suf'ficient insurance proceeds to do so.

An operational failure or loss of XM — 3 or XM — 4 would. at least temporarily, affect the quality of our service, and could interrupt the continuation ol our service

and harm our business. We likely v ould not be able to complete and launch our XM —5 satellite before the second half of 2008. In the event of any satellite

failure prior to that time. we would need to rely on our back—up satellites, XM— I and XM — 2. We cannot assure you that restoring service through XM-I and

XM — 2 would allow us to maintain adequate broadcast signal strength through the in-service date of XM— 5, particularly if XM—
I or XM— 2 were to sui'fer

unanticipated additional performance degradation or experienc an operational failure.

A number of other factors could decrease the usel'ul lives of our satellites. including:

defects in design or construction:

loss of on board station—keeping system:

failure of satelliie componenLs that are not protected by back— up units;

electrostatic storms: and

collisions with other objects in space.

In addition, our network of terrestrial repeaters communicates principally with one satellite. If the satellite communicating with the repeater network fails

unexpected]y, we would have to realign all the repeaters to communicate with the other satellite. This would result in a degradation of service that could last

several days and could harm our business.

Potential losses may not be covered by insurance.
gInsurance proceeds may noi I'ully cover our losses. For example, our insurance does not cover the full cost of constructing, launching and insuring new satellites,

nor will it cover and we do not have protection against business interruption, loss of business or similar losses. Also, our insurance contains customary

exclusions, salvage value provisions. material change and other conditions that could limit our recovery. Further. any insurance proceeds may not be received on

a timely basis in order to launch a spare satellite or construct and launch a replacement satellite or take other remedial measures. In addition. some ol'our policies

are subject to limitations involvinglarge deductibles or co—payments and policy limits that may not be sufficient to cover losses. If we experience a loss that is

uninsured or that exceeds policy limits. this may impair our ability to make timely payments on our outstanding notes and other financial obligations.

Competition could adversely affect our revenues.

In seeking market acceptance of our service. wc encounter competition for both listeners and advertising revenues from many sources, including Sirius Satellite

Radio. the other V.S. satellite radio licensee: traditional and digital AM/FM radio; Internet based audio providers; MP3 players; direct broadcast satellite

television audio service: digital media services: and cable systems that carry audio service.
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SIRIUS has announced that it had over 6 million subscribers as of December 31. 2006, including over 2.7 million net new subscribers during the year then ended.

SIRIUS broadcasts over 130 channels ol'programming and offers certain programming that we do not offer, including the Howard Stern radio show. SIRIUS

Radio service is offered as a dealer- and'or factory-installed option on a number of vehicle model brands, including certain ones that do not offer XM. SIRIUS

has announced a number of new competitive product offerings. SIRIUS also is a partner in a Canadian joint venture partnership that competes with our Canadian

licensee in providing satellite radio service in Canada.

Unlike XM Radio, traditional AMiFM radio alreadv has a well-established and dominant market presence for its services and generally offers free broadcast

reception supported by commercial advertising. rather than by a subscription fee. Also, many radio stations offer information programming of a local nature,

which XM Radio is not expected to otTer as effectively as local radio, or at all. To the extent that consumers place a high value on these features of traditional

AM,'FM radio, we are at a competitive disadvantage to the dominant providers of audio entertainment services. Some radio stations have reduced the number of

commercials per hour. expanded the range of music played on the air and are experimenting with new formats in order to compete with satellite radio.

Digital (or HD or high defmitinn) radio broadcast services have been expanding, and as many as 1.000 radio stations in the U.S. have begun digital broadcasting

and approximately 3.000 have committed to bmadcasting in digital format. The technology permits broadcasters to transmit as many as five stations per

frequency. To the extent that traditional AMIFIvl radio stations adopt digital transmission technology such as that offered by iBiquity and to the extent such

technology allows
signal quality that rivals our own. any competitive advantage that we enjoy over traditional radio because of our digital signal would be lessened. A group of

major broadcast radio networks recently created a coalition to jointly market digital radio services.

Internet radio broadcasts have no geographic limitations and can provide listeners with radio programming from around the country and the world. We expect

that improvements from higher bandwidths. faster modems. wider programming selection and mobile internet service, will make Internet radio increasingly

competitive.

The Apple ipod, a ponable digital music player that stores up to 20.000 songs, allows users to download and purchase music through Apple's iTunes Music

Store, which offers over 4 million songs. 100.000 podcasts, 20,000 audio books, 5&000 music videos. 250 feature films and 350 television shows. Apple has

disclosed that it sold over 39 million iPods during its fiscal 2006 year. The iPod is also compatible with certain car stereos and various home speaker systems.

Our portable digital audio players including those with MP3 capability compete with the iPod and other downloading technology and devices; and some

consumers may use their digital music players in their vehicles rather than subscribe to XM Radio.

Rapid technological and industry changes could make our service obsolete.

The satellite industry and the audio entertainment industry are both characterized by rapid technological change, frequent new product innovations. changes in

customer requirements and expectations. and evolving industry standards. If we are unable to keep pace with these changes, our business may be unsuccessful.

Because we have depended on third parties to develop technologies used in key elements of the XM Radio system, more advanced technologies that we may

wish to use may not be available tn us on reasonable terms or in a timely manner. Further, our competitors may have access to technologies not available to us.

which may enable them to produce entertainment products of greater interest to consumers, or at a more competitive cost.

Higher than expected subscriber acquisition costs could adversely affect our financial performance.

We are still spending substantial funds on advertising and marketing and in transactions with car and radio manufacturers and other parties to obtain or as part of

the expense of attracting new subscribers. including our subscriber acquisition costs and costs per gross (or net) subscriber addition. Our ability to achieve cash

flow breakeven and profitability within the expected timeframe or at all depends on our ability to continue to maintain or lower these costs, which vary over time

based on a number of factors. If the costs of attracting new subscribers are greater than expected, our financial performance and results of operations could be

adversely affected.

Our business could be adversely affected by the performance of our business partners.

Our business depends in part on actions of third parties, including:

~ the sale of new vehicles with factory installed XM radios;
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the development and manufacture of XM radios and other XM-compatible devices; and

the availability of XM radios for sale to the public by consumer electronics retailers.

The sale of vehicles with XM radios is an important source of subscribers for us. To the extent sales of vehicles by our distribution partners slow, our subscriber

growth could be adversely im(tacted. We do not manufacture satellite radios or accessories. and we depend on manufacturers and others for the production of

these radios and their component parts. I f one or more manufacturers raises the price of the radios or does not produce radios in a sufficient quantity to meet

demand. or if such radios v ere noi in perform as advertised or v ere to be defective, sales of'our service and our reputation could be adverselv affected. Our

business or reputation also could he harmed in the event our retailing partners were to fail to make XM radios available io the public in sufficient quantities. in a

timely manner or at attractis e prices.

Failure to comply with FCC requirements could damage our business.

As an owner of'one of tv'o FCC licenses to operate a commercial satellite radio service in the United States, an operator of a terrestrial repealer system and the

holder of authorizations for the production of certain satellite radios. we are subject to FCC rules and regulations and the terms of our licenses and other

authorizations. We are required. among other things. to operate only within specified frequencies and other limitations. and to meet certain conditions such as the

availability of radios interoperable with both our system and the other licensed satellite radio system; coordination of our satellite radio service with radio

systems operating in the same range of frequencies in neighboring countries; and coordination of our communications links to our satellites with other svstems

that operate in the same frequencv band. Non—compliance by us with these requirements or conditions could result in fines, additional license conditions, license

revocation or other detrimental FCC actions.

The FCC has not issued fina) rules authorizing terrestrial repeaters.

The FCC has not yet issued trna) rules permitting us to deploy terrestrial repeaters to fill gaps in satellite coverage. We are operating our repeaters on a

non— interference basis pursuant to grants of Special Temporary Authority ("STA") from the FCC, which have expired. We have applied for extensions of these

STAs and can continue to operatv. our terrestrial repeaters pending a final determination on these requests. We have made filings with the Federal

Communications Commission (FCC) to update the information underlying our Special Temporary Authority (STA) v'ith respect to our repeater network,

including repeater power levels. locations and antenna characteristics. We have held meetings with the staff of the FCC regarding these matters. In February

2007. sve received a letter of'nquiry from the FCC relating to these matters. One grant of STA and our request to update are currently being opposed by

operators of terrestrial wireless systems and others. This proceeding may resuli in the imposiiion of financial penalties against us or adverse changes to our

repeater network resulting t'rom having repeaters turned off or otherwise modified in a manner that v;ould reduce service quality in the affected areas,

One of our major business partners is experiencing financial difticulties.

On October 8. 2005, Delphi and 38 of its domi.stic V.S. subsidiaries, which we refer to collectively as Delphi, filed voluntary petitions for relief under Chapter

11 of'he U.S. Bankruptcy (.'ode in the United States Bankruptcy Court for the Southern District of New York. Delphi manufactures, in factories outside the

United States, XM radios f'r insiallation in various brands of GM vehicles. Delphi also distributes to consumer electronics retailers various models of XM radios

manufactured abroad. Pursuant to an order of the Bankruptcy Court dated January 5. 2007, Delphi Corporation secured replacement debtor—in—possession

financing up to an aggregate principal amount of SAL5 billion. The financing is guaranteed by all of the other Delphi entities. which are debtors in the Delphi

bankruptcv cases and is to he used in part to repay in ful) certain outstanding pre—bankruptcy loans and all loans and obligations under Delphi's original

debtor—in—possession financing. Delphi has also stated that its overall liquidity (including funds on hand outside the United States that De)phi does not plan to

repatriate to fund U.S. operations) ivi)1 support its global operations outside the V.S. and help assure the continued adequacy of working capital throughout

z

Delphi's global business units. Delphi has stated that its plants should continue normal operations and GM has stated that Delphi expects no disruption in its

ability to supply Glvl with the systems. components and parts GM needs. Delphi has advised us that it expects no disruption in the continued supply of XM

radios. However, we cannot estimate with any reasonable assurance the impact, if any. on XM or GM that may ultimately result from Delphi's petition for

reorganization under Chapter I I,

Source: XM SATELLITE RADIO H, 10 — K, March 01, 2007



Table of Contents
Our substantial indebtedness cou)d adversely affect our financial health, which could reduce the value of our securities.

As of December 31. 2006. the total accreted va)ue and canying value of our indebtedness was $ ) 3 billion. We may issue more debt securities if we believe we

can raise money on favorable terms. )viost of our indebtedness will mature in 2013 and 2014. However, our substantial indebtedness could have important

consequences to you. For example, it could:

increase our vulnerability to general adverse economic and indusuy conditions:

~ limit our ability to fund I'uture working capital, capita) expenditures. research and development costs and other general corporate purposes;

require us to dedicate a substantial portion of our cash flow from operations to payments on our indebtedness. thereby reducing the availability of our

cash flow to I'und working capital. capital expenditures. research and development efforts and other. genera! corporate purposes;

limit our flexibility in planning for. or reacting to. changes in our business and the industry in which we operate;

place us at a competitive disadvantage compared to our competitors that hove less debt: and

limit. along with the financial and other restrictive covenants in our indebtedness, among other things, our ability to borrow additions) funds.

Failing to comply with those covenants could result in an event of default. which. if not cured or waived. could cause us to have to discontinue operations or seek

a purchaser for our business or assets. In addition, the covenants allow us to incur more debt in the future, which could increase our total indebtedness.

Weaker than expected market and advertiser acceptance of our XM Radio service could adversely affect our advertising revenue and results of

operations.
Our ability to generate advertising revenues will depend on several factors, including the level and type of market penetration of our service. competition for

advertising dollars from other media, and changes in the advertising industry and economy generally. We direct)y compete for audiences and advertising

revenues with Sirius Satellite Radio, the other satellite radio liccnscc, and traditional AM/FM radio statigns. some of which maintain longstanding relationships

with advertisers and possess grcatcr resources than we do, and "new media," including internet. internet radio and podcasts. Because we offer our radio service to

subscribers on a pay-for-service basis. certain advertisers may be less likely to advertise on our radio service.

Our business may be impaired hy third party intellectual property rights.

Development of the XM Radio system has depended largely upon the intellectual property that we have developed and licensed from third parties. If the

intellectual property that we have developed or use is not adequately protected. others will be permiued to and may duplicate the XM Radio system or service

without liability. )n addition, others may challenge, invalidate or circumvent our intellectual property rights. patents or existing sublicenses. Some of the

know-how and technology we have deve)oped and plan to develop will not be covered by United States patents. Trade secret protection and contractual

agreements may not provide adequate protection if there is any unauthorized use or disclosure. The loss of necessary technologies could require us to obtain

substitute technology of lower quality performance standards, at greater cost or on a delayed basis, which could harm our business.

Other parties may have patents or pending patent applications, which will later mature into patents or inventions which may block our ability to operate our

system or license our technology. We may have to resort to litigation to enforce our rights under license agreements or to determine the scope and validity of
other parties'roprietary rights in the subject matter of those licenses. This may be expensive. Also. we may not succeed in any such litigation.

Third parties may assert claims or bring suit against us for patent or other infringement of intellectual property rights. Any such litigation could result in

substantial cost to, and diversion oi'effort by, our company. and adverse findings in any proceeding could subject us to significant )iabilities to third parties;

require us to seek licenses from third parties; block our ability to operate the XM Radio system or license its technology: or otherwise adversely affect our ability

to successfully develop and market the XM Radio system.
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Interference from other users could damage our business.

We may be subject to interference from adjacent radio frequency users, such as RF lighting and ultra-wideband (-UWB") technology, if the FCC does not

adeqvately protect us against such interference in its rulemaking process.

Our service network or other ground facilities could be damaged by natural catastrophes.

Since our ground-based network is attached to towers. buildings and other structures around the country, an earthquake, tornado, flood or other catastrophic

event anywhere in the United States could damage our network, interrupt our service and harm our business in the affected area. We have backup central

production and broadcast facilities: however, we do not have replacement or redundant facilities that can be used to assume the functions of our repeater network

in the event of a catastrophic event. Any damage to our repeater network would likely result in degradation of our service for some subscribers and could result

in the complete loss of service in affected areas. Damage to our central production and broadcast lacility would restrict our production of programming to our

backup facilities.

Consumers could steal our service.

Like all radio transmissions, the XM Radio signal is subject to interception. Pirates may be able to obtain or rebroadcast XM Radio without paying the

subscription fee. Although we use encryption technology to mitigate the risk of signal theft. such technology may not be adequate ta pres ent theft of the XM

Radio signal. Ifwidespread, signal thetl could harm our business.

Wc need to obtain rights to programming, which are expensive and could be more costly than anticipated.

Third-party content is an important part of the marketing of the XM Radio service and obtaining third-party content can be expensive. We have a multi-year

agreement with Major League Baseball ("MLB") to broadcast MLB games live nationwide. and to become the Official Satellite Radio provider of Major

League Baseball, for which we have paid or will pay $60 miflion for 2006 and $60 million per year thereaAer throvgh 2012. We have many other agreements

and must negatiate new agreements with third-party svppliers of programming. Such pragramming is expensive. and may be more expensive in the future, given

the growth of the satellite radio industry and amounts paid for other programming. Changes in the cost of certain programming or other factors may cause

changes to our channel line-up in the future. Ovr ability to obtain necessary third-party content at a reasonable cost and re-negotiate programming agreements

successfully will impact our financial performance and results of operations.

We depend on certain on-air talent and other people ivith special skills. If we cannot retain these people, our business could suffer.

We employ or independently contract with on-air talent who maintain significant loyal audiences in or across various demographic groups. We cannot assure

that our on-air talent will remain with us or will be able to retain their respective audiences. If we lose the services of one or more of these individvals. and fail to

attract comparable on-air ialenr with similar audience loyalty, the attractiveness of our service to subscribers and advertisers could decline. and our business

could be adversely affected. We also depend on the continued efforts of our executive officers and key employees, who have specialized technical knowledge

regarding our satellite and mdio systems and business knowledge regarding the radio industry and subscription services. If we lose the services of one or more of

them, or fail to attract qualified replacement personnel, it could harm our business and our future prospects.

The market price of our securities could be hurt by substantial price and volume fluctuations.

Historically, securities prices and trading volumes for growth stocks fluctuate widely for a number af reasons, including some reasans that may be unrelated to

their businesses or results ofoperations. This market volatility could depress the price ofour securities without regard to our operating performance. In addition.

our operating ar financial results may be below the expectations of public market analysts and investors. If this were to occur, the market price of our securities

would likely decrease. and such decreases could be significant.

Future issuances or sales of our Class A common stock could lower our stock price or impair our ability to raise funds in new stock offerings.

We have issued and outstanding securities exercisable for or convertible into a significant number of shares of our Class A common stock. The conversion or

%F exercise of these existing securities could lead to a significant mcrease in the amount of
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Class A common stock outstanding. As of December 31. 2006. we had outstanding approximately 306 million shares of Class A common stock. On a pro forma

basis as ol'December 3 I. 2006, if we issued all shares issuable upon conversion or exercise of outstanding securities. v'e would have had approximately

360 million shares of Class A common stock outstanding on that date. Issuances of a large number of additional shares could adversely affect the market price of

our Class A common stock. Most of the shares of our Class A common stock that are not already publicly-traded. including those held by affiliates, have been

registered by us for resale into the public markeu The sale into the public market of a large number of privately-issued shares also could adversely affect the

market price of our Class A common stock and could impair our ability to raise funds in additions! stock offerings.

It may be hard for a third party to acquire us. and this could depress our stock price.

Ne are a Delaware company with unissued preferred stock. the terms of which can be set by our board of directors. Our shareholder rights plan. which includes a

waiver in respect ol'our proposed merger with SIRIUS, could make it difficult for a third party to acquire us. even ifdoing so would benefit our security holders.

The rights issued under the plan have certain anti-takeover effects. The rights will cause substantial dilution to a person or group that attempts to acquire us in a

manner or on terms not approved by our board ofdirectors. The rights should not deter any prospective offeror willing to negotiate in good faith with our board

of directors. Nor should the rights interfere with any merger or other business combination approved by our board ofdirectors. However, anti-takeover

provisions in Delaware law and the shareholder rights plan could depress our stock price and may result in entrenchment of existing management, regardless of

their performance.
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ITEM IB. UNRESOLVED STAFF COMMFNTS

None.

ITEM 2. PROPERTIES

Location Purpose Owu/Louse

, Own
Own
Lease
Lease
Lease
Lease
'Lease

Corporate headquarters,'tudio/production facilities ..
Data center
Office and technicaVengineering facilities
Office and studio/production facilities
Studio/production facilities Jazz at Lmcoln Center
Studio production facilities @ the Country Music Hall of Fame

'tudio/production facibty.-',,

IIIIashingten, DC
Washington, DC
Deerfield Beach, Florida
New York. New York
New York. New York
Nashville. Tennessee
ClilcagorIIIlnols

The corporate headquarters and data center located in Washington, DC are subject to mortgage liens in favor of'the equity owner of the lessor of the transponders

of our XM-4 satellite.

The Company's four satellites are in geostationary orbits. XM-I and XM-2 are collocated at the I I 5'est Longitude orbital location along with XMM; while

XM-3 is located at the 85'est Longitude orbital location. In February 2007, we entered into a sale leaseback transaction with respect to the transponders on

XMW. The lease term for the XM-4 transponders is nine years with an early buy-out option in year five and a buy-out option at the end of the term. The

Company also has approximately 800 terrestrial repeaters in operation to ensure XM signal coverage.

ITEM 3. LEGAL PROCEEDINGS

We are currently subject to claims, potential claims, inquiries or investigations, or party to legal proceedings. in various matters described below. In addition, in

the ordinary course of business we become aware from time to time of claims, potential claims. inquiries or investigations, or may become party to legal

proceedings arising out of various matters, such as contract matters, employment related matters. issues relating to our repeater network. product liability issues,

copyrighi, patent, trademark or other intellectual property matters and other federal regulatory matters.

Litigation and Arbitration

Securiiies class action — A consolidated action is pending in the United States District Court for the District of Columbia on behalf of a purported nationwide

class ofpurchasers ofXM's common stock beiween July 28, 2005 and February 16, 2006 against XM and its chief executive oflicer. The complaint, as amended

in September 2006, seeks an unspecified amount of damages and claims violations of Sections 10(b) and 20(a) of the Securities Exchange Act of 1934 and Rule

10b-5 thereunder, alleaing various statements made during the putative class period by us and our management failed to project accurately or disclose in a timely

manner the amount of higher costs to obtain subscribers during the fourth quarter of 2005. We have tiled a motion to dismiss this matter.

We believe the allegations are without merit. and we intend to vigorously defend this matter. There can be no assurance regarding the ultimate outcome of this

mauer, or the significance, if any. to our business. consolidated results ofoperations or financial position.

Arlanric Recording Corporation, BMG Music, Capital Records, Inc.. Elel'ira Enieriainmeni Group Inc., lnrerseape Records, Moralist Record Company, I,p.,
Sonv BMG Music Enrena/ninenr, UMG Recordings, Inc„Virgin Records, Inc and IVarner Bros. Records Inc. v, XM Sarellire Radio Inc. — Plaintiffs filed this

action in the United States District Court ior the Southern District ofNew York on May 16. 2006. The complaint seeks monetary damages and equitable relief,

alleging that recently introduced XM radios that also have MP3 functionality infringe upon plaintiffs'opyrighted sound recordings. Our motion to dismiss this

matter was denied in January 2007.

We believe these allegations are without merit and that these products comply with applicable copyright law. including the Audio Home Recording Act, and we

intend to vigorously defend the matter. There can be no assurance regarding the ultimate outcome of this matter. or the significance. if any. to our business,

consolidated results of operations or financial position.
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Manheu Enderlin v. XM Satellite Radio Holdings inc. andXM Satellite Radio inc. — plaintiff filed this action in the United States District Court for the Eastern

District of Arkansas on January 10. 2006 on behalf of a purported nationwide class of all XM subscribers. The complaint alleges that we engaged in a deceptive

trade practice under Arkansas and other state laws by
representing that our music channels are commerciai-free. We have filed an ansvrer to the complaint, and instituted arbitration with the American Arbitration

Association pursuant to thc compulsory arbiiration clause in our customer service agreement. The arbitration has been stayed pending judicial determination

whether a court or the arbitrator decides arbitrability. The matter is currently pending before the United 'States Court of Appeals I'or the Eight Circuit from the

denial of a stay by the district court. We believe the suit is without merit and intend to vigorously defend the matter. There can be no assurance regarding the

uhimate outcome of this mattei, or the significance, if any. to our business, consolidated results of operations or financial position.

Copyright Rnvai0 Board Arbitration — We are participating in a Copyright Royalty Board (CRB) proceeding in order to set the royalty rate payable by XM

und r the statutory license covenng our performance of sound recordings over the XM system for the six year period starting in January 2007. XM and SIR)US

have recently filed their direct cases with the CRB proposing a rate of0.88% of each of their adjusted gross revenues for this statutory license. SoundExchange, a

collective operated on behalf of owners of copvrighicd recordings, such as the major record labels. has filed a direct case proposing a rate increasing from 10% of

adjusted gross revenues for the first year of the license increasing each year to over 23% during the fmal year of the license term; their requested guaranteed

minimums could resuli in a rate in excess of the foregoing percentages. We are also participaiing in a concurrent proceeding to set the royalty rate payable by

XM under the statutory license covering our performance of sound recordings over XM channels transmitted over the D)RECTV satellite television system. We

anticipate that hearings in these matters wil) take place in early 2007. and that the CRB will render its decision by the end of 2007. There can be no assurance

regarding the uhimaie outcome of these matiers. or their significance to our business, consolidated results of operations or financial position.

Salelliie Insurance Senlemenr L'pda(e — In July 2004. we reached agreement with insurers covering 80% of the aggregate sum insured in connection with the

progressive solar array power degradation issue that is common to the first six Boeing 702 class satellites put in orbit (XM-2 and XM-I were the fifth and sixth

Boeing 702s launched). The settlement was at a rate equal to 44.54/u of the proportionate amount covered by each of these insurers, representing a total recovery

of approximately $ 142 million from these insurers. We were notified that we were not successful in our arbitration claim against the remaining insurers, and will

not receive any further insurance proceeds with regard to this issue. The result of this arbitration did not affect the July 2004 agreements with respect to the 80%

of the aggregate sum insured.

Rem)story Matters and lnqu)r)es

Federal Camniunicaaun Caminissian (''i CC")

FCC Receiver Maner — As we have previously disclosed. we have received inquiries Irom, and responded to, the Federal Communications Commission

regarding FM modulator wireless transmitters in various XM radios not in compliance with permissible emission limits. No health or safety issues have been

involved with these wireless XM radios.

We have implemented a series of design and installation modifications. and through October 2006, we obtained new certifications for six models of modified

XM radios using our new SureConnect technology. In addition, we have implcmcntcd a regu)atory complihncc plan, including the appointment of an FCC

regulatory compliance of)1cer. to monitor FCC regulatory compliance, specifically with reference to the design, verificationlcertiTication. and production ofXM

radio receivers.

We have been submitting documents to the FCC and are in discussions with the FCC to resolve this matter. We cannot predict at this time the extent of any

further actions that we will need to undertake or any ftnancia) obligations we may incur.

There can be no assurance regardin the ultimate outcome of this matter, or its significance to our business, consolidated results of operations or financial

position.

fCC Repeater Verit ark Manei — We have recendy filed for both a 30-day Special Temporary Authority (STA) and a 180-day STA with respect to our
terrestrial repeater network. We are seeking authority to continue to operate our entire repeater network despite the fact that the characteristics of'certain

repeaters, as built. diAer from the submitted data in the original STAs granted for our repeater network. These differences include some repeaters not being built

in the exact
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locations. or with the same antenna heights. power levels, or antenna characteristics than set forth in the earlier STAs. Prior to making these recent filings, we

reduced the power or discontinued operation of certain repeaters. As a result, we believe that service quality in portions of the atTected metro areas has been

somewhat reduced. including in ierms of more frequent interruptions and/or occasional outages to the service. There has been no impact on the satellite signal.

We have recently held meetings with the staff of the FCC regarding these matters. In February 2007, we received a letter of inquiry from the FCC relating to

these matters. This proceeding may result in the imposition of financial penalties against us or adverse changes to our repeater network resu)ting from having

repeaters turned off or otherwise modified in a manner that would reduce service quality in the affecte areas. There can be no assurance regarding the ultimate

outcome of this matter, or iis significance to our business, consolidated results of operations or. financial position.

These recent STA requests are distinct from (and if granted would modify) the STAs originally granted by the FCC relating to our commencing and continuing

operation of the repeater network. As we have been disclosing for many years. the FCC has not yet issued final rules permitting us (or SIR)US) to deploy

terrestrial repeaters, and we have been deploying and operating our repeater network based on those early STAs and requests we have filed previously to extend

the time periods of those STAs. which have expired. We (and S)RIUS) and others have been requesting that the FCC establish final rules for repeater

deployment.

Federa/ Trade Commission ("FTC"J

FTC inqtdiy — On April 25. "006. we received a letter from the Federal Trade Commission stating that they are conducting an inquiry into whether our

activities are in compliance with various acts. including the FTC Act, the Telemarketing Sales Rule, the Truth in Lending Act and the CAN-SPAM Act. This

letter requests information about a variety of our marketing activities, including free trial periods. rebates, telemarketing activities, billing and customer

comp)aints.

We have been submitting documents to the agency in response to the letter and are cooperating fully with this inquiry. There can be no assurance regarding the

ultimate outcome of this matter. or the signilicance, if any, to our business, conso)idated results of operations or financial position.

Seeariries and Zxelrange Commission ("SEC")

SEC lnqui&y — As previously disclosed. by letter dated August 31, 2006 and subsequent fol)ow-up letters, the Staff of the Securities and Exchange Commission

("SEC") requested that we voluntarily provide documents to the Staff including information relating to our subscriber targets, costs associated with attempting to

reach those targets during the third and fourth quarters of2005, the departure of Mr. Roberts from our board of directors, our historic practices regarding stock

options and certain other maners. )n this connection we retained outside counsel, who engaged an independent accounting advisor, to conduct a review of our

stock option practices. The inquiry did not reveal the existence of material errors in any prior financial statements.

We have been submitting documents to the SEC in response to their requests and are cooperating fully with this inquiry. There can be no assurance regarding the

ultimate outcome of these SEC matters, or the significance, if any, to our business, consolidated results of operations or financial position.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted io a rotc of security holders during the fourth quarter of 2006.
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PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF

EQUITY SECURITIES

Market Information
Our Class A common stock has been quoted on The NASDAQ National Market under the symbol "XMSR" since its initial public offering on October 5, 1999 at

a price to the public of $ 12.00 per share. The following table presents, for the period indicated. the high and low sales prices per share of the Class A common

stock as reported on Thc NASDAQ National Market:

High Low

2005t
First Quarter
Second. Quarter
Third Quarter
Fourth Quarter

2006:
First Qttarter
Second Quarter
Third Quarter
Fourth Quarter

2007r
First Quarter (through 3anuary 31, 2007)

$38.28 $27.99
34.83 .

'26.1'6
37.31 32.57
'36.91 26 tI9

'0A6 '19.66,
24.2 I 12.77
$4.98: .

', '.63
16.08 9.91

17.14 13.90

On January 31, 2007. the reported last sale price of our Class A common stock on The NASDAQ National Market was $ 14.21 per share. As of 3anuary 31. 2007,

there were 1,888 holders of record of our Class A common stock.

Dividend Policy

We have not declared or paid any dividends on our Class A common stock since our date of inception. Our Series 8 convertible redeemable preferred stock

restricted us from paying dividends on our Class A common stock unless full cumulative dividends had been paid or set aside for payment on all shares ofour

Series 8 convertible redeemable preferred stock. The terms of our Series C convertible redeemable preferred stock contained similar restrictions. In accordance

with its terms. we paid dividends on ihe Series 8 convertible redeemable preferred stock in Class A common stock. The Series C convertible redeemable
preferred stock provided for cumulative dividends payable in cash. As no dividends were declared on the Series C convertible redeemable preferred stock, the

value of the cumulative dividends increased the liquidation preference. As ofDecember 31. 2006, there were no outstanding shares of our Series 8 convertible

redeemable preferred stock or Series C converiible redeemable preferred stock. The indentures governing our subsidiary XM Satellite Radio inc.'s senior notes

4h restrict XM Satellite Radio inc. from paying dividends to us, which, in turn, will significantly limit our ability to pay dividends. We do not intend to pay cash

dividends on our Class A common stock in the foreseeable future. We anticipate that we will retain any earnings for use in our operations and the expansion of
our business.

n9
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Purchases of Equity Securities

The following purchases of the Company's Class A common stock were completed during the three months ended December 31, 2006.

Tutal Number of
Shares Purchased (1)

average Price

Paid per Share

Total Nuntber of
Shares Purchased
as Part uf Publicly

Announced Plnns or

Programs

Maximum Number
(or Approximate Dullar Value)

uf Shares that hta! Vet Be
Purchased Under the

Plans ur Programs

October I -'ctober 31, 2006
November I, 2006- November 30.

2006
December I, $006 — December 31,

2006

5,502 $ 14.03

(11 Represents the number of shares acquired as payment by employees of applicable statutory mmimum withholding taxes owed upon vesting of restricted stock granted under thc Company's

t 90S Shares Award Plan

Stockholder Return Performance Graph

The t'ollowing graph shou s the cumulative total stockholder return on the Company s Class A common stock compared to the Standard ttk Poor's 500 Stock

Index, the NASDAQ Telecommunications Index, composed of publicly traded companies which are principally in the telecommunications business, and the

NASDAQ 100 Stock Index for the periods between December 31, 2001 snd December 31, 2006. The Company has included the NASDAQ 100 Stock Index,

which represents the largest non-financial companies listed on The NASDAQ Stock Market based on market capitalization, because it was added to this index in

December 2004. The graph assumes $ 100 was invested on December 31, 2001 in (I) the Company s Class A common stock, (2) the Standard dt Poor's 500

Stock Index, (3) the NASDAQ Telecommunications Index and (4) the NASDAQ 100 Index. Total stockholder return is measured by dividing total dividends,

assuming dividend reinvestment, plus share price change for s period by the share price at the beginning of the measuremenl period.

COMPARISON OF FIVE YEAR CUMULATIVE TOTAL RETURN*
AhlONG XM SATELLITE RADIO HOLDINGS INC.. THE StPP 500 INDEX,

THE NASDAQ TELECOMMUNICATIONS INDEX AND THE NASDAQ 100 INDEX

00

t&0

100 I

0

Dec-01 13'2

!

~ Nasthtq 100 Index
"ah" Qkp 500 Indus

Telocosnmnstcattons Index~ XM Satsdtttc Radio Hohhnge inc,

$ 100 invested on 12.'3 1.2001 in stock or index-including reinvestment oi dividends. Fiscat year ending December 31.

30
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Stockholder Return Performance Table

ictasdaq
Telecummanications

Index index Sit'cP 500 1ndex Wasdaq 1(10 index

XM Satellite Radio

Holdings 1nc.

December 31,2001
2December 3 I. 2002

December 31,2003,
December 31. 2004
December 31.,2005

'ecember31. 2006

100.00
45.97
77.58
83.78

'774.
99.32

31

8, 100.00
76.63
96.85

105.56
'.1:-08;73

123.54

100.00
62.42
93.08

102. 79
104.32 '.

111.40

$ 100:00
14.65

143.'19
204.90
148.58
78.70

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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ITEIVI 6. SELECTED FINANC1AL DATA

Xioel Satellite Radio Holdings 'Inc. and Subsidiaries

In considering the following selected consolidated financial data. you should also read our Consolidated Financial Statements and accompanying Notes. and the

section captioned "Munugemeni 's Discussion rend Anulvsfs oj'Financial Condiiion and Resri)is ofOperations." The Consolidated Statements of Operations data

3

2

g

2f'r the five—year period ended Dectniiber 31, 2006 and the Consolidated Balance Sheets data as of December 31, 2006, 2005, 2004, 2003 and 2002 are derived

from our Consolidated Financial StatemenLs. These statements have been audited by KPMG LLP, independent registered accounting firm. We have not declared

or paid any dividends on our Class A common stock since our date of inception.

Years ended December 3i

2006 20(gs 2004 2003 2002

(iIr thuusunds, errepi shun., per shuro un2 sobs& ii her duiu)

Revenue
Operating expenses:

Cost of revenue
Research g. development (excludes

depreciation 8:amortization. shoivn below)
Germen&'I k.'administrative (excludes

dep'recia'tion 6kamortization, shown below)
Marketing (exc)udes depreciation 8: amortization. shown

below'
Impairment of goodwill
Depreciation 61 amortization

$ : 933,417

590,738

37.428

':: 88,'626

450,843

168,880

405,293

31.718

'43.;864

202,935

23,513

28,5'55

147i952

12.285

22,4'T8 ":".

122,456

10.843

26;448 .

487,556

145,870

304,316

147,165

200,267

158,317

169.165
11;461

118,588

$ 55.8,266 " $ :; 24'4,443::. '9'I,'781 . $ . 20;I'8'I

Total operating expenses '1,336,51.5 1,113,801'05,484 646,239 458.961

Ope'rating loss
Other income (expense):

Interest income
Interest expense
Loss from de-leveraging transactions
Loss from impairment of investmenLs
Equity in net loss ofaffiliate
Other income

',(403,;.098)

2'1,664
(121.304'1
(122',.I:89)

(76,572'1
(23,229)

5.842

.:.. 23,586

'107,791)

'27u 852)

(482)
3,389

';239
(85,757'1

'76;621)

2,129

('55'5o535)
' '461;041)

: 3,066:
(110,349)
(24,749)

'5,11:I.

(63,573)

1.955 2,230

(454,45'8): '438,780)

N'et loss'before income:taxes
Benefit from (provision for) deferred income taxes

. 'Tl'8,886)
14

(6642385)
(2,330'I

':: (6:I 5,105I)
(27,317)

(584;535):,.: ',,(495,0,1'2)

Net los's
8.25/o Series B and C preferred stock dividend requirement
.8.25'/o Series B preferred stock retirement gain (loss)
8.25"/o Series C preferred stock retirement loss

.(728,872)
(6,127)

(755)
(5,938)

(666.715)
(8 s971

(642'.368)
(8,8021

(584;535)
(17,569)

8 761
(11,537)

(495,012)
(20,859)

Net.loss 'attributable:to common stockholders :. '$:..:.. (73'I;;692)
' '$ .i(675,"3,1'2), $ (65:1;:I'70) $ (604,880)'; $ (5'15,871'),

Net loss per common share: basic imd diluted
Weighted average shares used in computing net loss per

common share—basic and diluted 270,586.682 219.620,468 197,317,607 125,176.320 86,735.257

'$ ' (2.70) $ "::(3.07) $ ":(3 "30) $
'

. (4.83) .. $ . (5.95)

Other-. Data.
Adjusted EBITDA f tl

. Total 'ending subscribers(7)

Cash flow from operating activities
"Cash flow fram investing activities
Cash flow from financing activities

$ (166,172)
7„'628,552

$ (462.091)
'(264,447)

$ 233,763

32

$ (403.699) $ (31 ls856) $ (293,138) $ (318,683)

. ';932@57 '',229;"124 - ':::1,360',228 '.: ': 3'47,159

$ (166,7171 $ (75,205) $ (245,123) $ (294.289)
$ -

. (206,123) $ . {3'6;329) $ 14,621'' ' (7o086)

$ 365.964 $ 411,094 $ 615,991 $ 151,646

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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December 3),

20U6 2005 20U4 20U3 2U02

rin Ihonsanr/sl
Selected Balance Sheet Data:

Cash and cash equivalents(3i

... Restricted.z&uvestmeuts ..
System under construction
Property and.equipment. net:
DARS license
Investments
Total assets

, .'otal subscriber deferred revenue
Total deferred income
Long 'term debt, net ofcurrent portion'otalliabilities
Stoa)tholdexs'quity {deficit)(4)

$ 218.216 $ 710,991
: 2,098 ': .5,438,
126,049 216,527

. '49,662 ':

673;672'41.387

141,276
80,592 1'87,403

1,840,618 2,223,661
427/93 . 360,638
140:695 151210

I +86;1 7g 1,035,584
2&238.498 2,142,71 3

{397,880) . 86/48

$ 717&867
.'4,492
329,355

''
461,333
141 $27

1,821,635
152/47

,948„741
1,485,472

.. 336,163

$ 418.307 $ 32,818
4,15]: ': 29,742

92,577 55,016
709902; '-: 847 t)36

141&200 144,042

I i526,782 I tl 60,280
53,884 ': 12,297

743;254,:: . '12~0
993.894 567,969

532,888 '92,311

( I ) Net loss before interest income interest expense. income taxes. depreciation and amonization is cammonly referred to in our business as "EBITDA." Adjusted EBITDA is defined ss

EBITDA excluding loss fram de-leveraging transactions. loss from impairment of investments. equity in net loss of affiliate, other incoine (expense) and stock-based compensation. We

believe that Adjusted EBITDA provides s better measure of our core business operating resule and improves comparability. This nan-GAAP measure should be used in addition to, but

not as a substitute for. the analysis provided in the statement of operations. We believe Adjusted EBITDA is a useful measure of our operating performance. Adjusted EBITDA is a

significant basis used by management to measure our success in acquiring. retaining and servicing subscribers because we believe this measure provides insight into om'bility io g&row

revenues in a cost-effective manner. Adiusted EBITDA is a calculation used as s basis for investors. analysts and credit rating agencies to evaluate and compare the periodic and future

operating performances and value of similar cnmpanies in our industry.

Because vre have funded the build-out of our system throng&h the raising and expenditure of large amounts of capital, our results of operations re(lect sig&nificant charges for depreciation,

amortization and interest expense. We believe Adjusted EBITDA provides helpful information about the operating performance of our business, span from the expenses associated with

our physical plant or capital structure. We believe it is appropnate io exclude depreciation. amortization snd interest expense due to the variability of the timing of capital expenditures,

estimated useful lives and iluctustion in mteresi raies. We exclude income taxes due to our tax losses and timing differences, cenain periods will reflect a tax benefit. while others an

expense, in which neither are reAectit e of our operating results. Because of the vanety of equity awards used by companies, the varying methodnlogies for determinina stock-based

compensation expense and the subjective assumptions involved in those determinations. we believe excluding stack-based compensation expense enhances the ability of management and

investors to compare our core operating results widi ihose similar companies in our indusiry.

Equity in net loss of aAiliate represents our share of losses in an affiliate in vrhich u e exercise signlifiicani influence. but do not control. Mansaement believes it is appropriate to exclude

this loss when evaluatina the performance of our core business operations. Additionall)a we exclude loss from de-leveraging tnmsactions. loss from impairment of investments and other

income (expense) because these items represent activity outside of our core business operations.

There are limitations associated with the use of Adjusted EBITDA in evaluating our company compared with net loss. which reflects overall financial performance. These limitations

include the inclusion of; I I I imeresi income. (2) interest expense. (3) income taxec. (4) depreciation and amonization, (5) loss I'rom de-leveraging transactions, (6) loss from impairment of

investments, (7) equity in net loss of siTiliate. (0) other income (expense) and (9) stock-based compenssiion in the computation of net loss. Users thai wish to cnmpare and evaluate our

company based on our nei loss should refer ia our Consolidated Statements of Operations. Adjusted EBITDA does not purport to represent operating loss or cash flow from operating

activities. as those terms are defined under Uniied States aenerally accepted accounting principles. and should not be considered as an ahemetive to those measurements as an indicator of

our performance. In addiuna. our measure of Adjusted EBITDA msy not be comparable to similarly titled measures of other companies.
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The calculation of Adjusted EBITDA is shown be)on (in thousands):

Years ended December 31,

2UU6 2005 20U4 2003 2002

ReconciliadionmfNet loss to Adjusted EB)TDAt'etloss as ieponed
Add back )4et loss items not included in EB)TDAt

Interest income
Interest expense
Depreciation tk amonization
(Benefit.from)7sovis)on'for deferred mourne.taxes

(21.664) (23i586) (6.239)
.:,. 121,304 . ',107,79) .. 85i757

)68,880 ')45,870 147,) 65

(14), 2330 27,317

(3.066)
110,349
) 58.317

(5.)11)
63373

)18,588

"f

$ (7 I 8.872) $ I 666,715) 3 (642,368) 5 (584,535) $(495.012)

EB1TDA
Add buck EBITDA items not included in Adjusted EBITDA:

Loss.'froin de-Jeveraging'iransactions. '.

Loss from impairment of invesunents
Bqu(ty lnnet'lossof a(B)iare', 'ther

I income) expense
Stock-based.compensadon

(450366) (4343)0) '388368) (3J 8,935')

1%.1'89
76.572
23329
(5.842)
685)46

'87,552... i76,621; 24,749

. "'-'482
(3.389) (2.129) (1,955)
5,966: ',020 3,003

(2330)
1309

Adjusted EBITDA 8()66,1'72):$ (403,699) $ (3T),856) $ (293)138) . $ (31(h683)

(2) We consider subscribers tn bc those who are receiving and have agreed to pay for our service. either by credit card or by invoice, includina those that are currently in promotional periods

paid in pan by vehicle manufacturers. as well as XM activsied radios in vehicles for v hich we have a contractual right to receive payment for the use of our service. Radios thai are

revenue generating are coumed individually as subscribers. Promotional periods generally include the period of trial service plus 30 days to handle the receipt and processing of payments.

(3) In addition to the Cash and cash et(uitalents available to the Company, the Company has a $250 million credit facility with a group ofbanks and a $ )50 million credit facility with GM.

(4) We have not declared or paid any dividends on our Class A common stock since our date of inception.

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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ITEM 7. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Thefollouing discussion and analysis proz ides infonnanon z/zaz u e be/ieve is relevant io an assessment and understanding ofourJinancial condition and

conso/i dazed reszzlzs ofopenarizms. Expervazzons ofourfizzure financial cozzdhiun and results oj opermi ons are based on our czzzz en/ business plan. This

discussion should be read together zzilh our Consolida/ed Finanr ial Sraiements and accompanying Notes beginni zzg on page F-/ in /tern 8. ofthis Fozsn /0-/f.

Proposed Merger
On February 19. 2007, XM and Sirius Satellite Radio lnc. ("SIRIUS") entered into an Agreement and Plan of Merger (the "Merger Agreement"). pursuant to

which XM and SIRIUS will combine our businesses thmugh a merger ofXM and a newly formed, wholly owned subsidiary of SIRIUS (the "Merger").

Each of XM and SIRIUS has made customary representations and warranties and covenants in the Merger Agreement. The completion of the Merger is subject to

various closing conditions, including obtaining the approval ofXM s and SIRIUS s stockholders and receiving certain regulatory and antitrust approvals

(including from the Federal Communications Commission and under the Hart-Scott-Rodino Antitrust improvements Act of 1976. as amended).

Statements in the following discussion and analysis relating to our business strategies. operating plans, planned expenditures. expected capital requirements and

other I'orward-looking statements regarding our business do not take into account potential future impacts of our proposed merger with SIRIUS.

Executive Summary
'We are America's leading satellite radio service company, providing music. news, talk, information, entertainment and sports programming for reception by

vehicle, home and portable radios nationwide and over the Internet to over 7.7 million subscribers. Our basic monthly subscription fee is $ 12.95. We believe XM

Radio appeals to consumers because of our innovative and diverse programming, nationwide coverage, many commercial-free music channels and digital sound

quality.

Our channel lineup includes more than 170 digital channels of choice from coast to coast. We broadcast from our studios in Washington, DC, New York City,

including Jazz at Lincoln Center. Chicago and the Country Music Hall ot Fame in Nashville. We have added new and innovative programming to our core

channel categories of music. sports. news. talk and entertainment. Also included in the XM Radio service, at no additional charge, are the XM customizable

sports and stock tickers available to users of certain receivers and other online services.

Our target market includes the more than 240 million registered vehicles including the 16.5 million new cars sold each year as well as the over 110 million

households in the United States. In addition, some of our recent and upcoming product oA'erings focus on the portable and wearable audio markets. Broad

distribution of XM Radio through new automobiles and through mass market retailers is central to our business strategy. We are the leader in satellite-delivered

entertainment and data services for new automobiles through partnerships with General Motors. Honda/Acura, Toyota/Lexus/Scion, Hyundai. Nissan/lnfzniti,

Porsche, Suzuki and Isuzu and available in more than 140 difi'ercnt vehicle models for model year 2007. XM radios are available under the Delphi. Pioneer,

Samsung. Alpine, Audiovox. Sony. Polk and other brand names at national consumer electronics retailers, such as Best Buy, Circuit City, Wal-Mart, Target and

other national and regional retailers. These mass market retailers support our expanded line of car stereo, home stereo, plug and play and portable handheld

products.

Operational Highlights

We summarize our business growth and operational results through the metrics of subscriber growth, revenue growth. ARpU. SAC, CpGA and Adjusted
EBITDA.

~ During 2006. our ending subscribers increased 29% compared to 2005, to 7,628.552 subscribers.

~ Total revenues in 2006 were $933A million. a 67ig increase from $558.3 migion in 2005.

~ Our average monthly subscription revenue per subscriber (ARPU) increased from $9.51 in 2005 to $ 10.09 in 2006.
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Subscriber Acquisition Costs (SAC) remained flat at $64 for 2005 and 2006.

Cost Per Gross Acquisition (CPGA1 decreased from $ 109 in 2005 to $ 108 in 2006.

Our Adjusted EBITDA loss decreased from $403.7 million in 2005 to $ 1662 million in 2006.

Financing Highlights

We completed an $ 800 million private debt offering consisting of $ 600 million of unsecured 9.75$ i( Senior Notes due 2014 and $200 million of

unsecured Senior Floating Rate Notes due 2013 with an initial interest rate of 9.6%. These proceeds were used to repurchase or redeem an aggregate

$486.5 million of secured notes (v, ith interest rates ranging from 10.63 "/U to 14",I&) and to retire at a discount approximately $320 million of the

remaining fixed payment obligations under our distribution agreement with General Motors.

We incentivized the conversion of $ 119.5 million aggregate carrying value. or $ 146.6 million aggregate fully accreted face value at maturity of our

10% senior secured discount convertible notes due 2009 by issuing approximately 48.8 million shares of Class A common stock. Following these

conversions, $ 33.2 million of our 10/o notes remain, representing one holder.

We entered into a nev'250 million revolving credit facility with a group of banks. Following the incentivized conversion of some of our 10"/a notes

in October 2006. we have full borrowing capacity under the facility.

As part of'the amendment to our distribution agreement with GM, our credit facility was increased I'rom $ 100 million to $ ].50 million.

We repurchased all remaining shares of our 8.25 "/a Series B convertible redeemable preferred stock for approximately $24.0 million.

. We converted all remaining shares of our 8.25% Series C convertible redeemable preferred stock by issuing 14.5 million shares of our Class A

common stock.

Mar ket Conditions

Overall demand for satellite radio continued to grow during 2006 and XM gross subscriber additions remained relatively flat with 2005 levels.

The mix of gross subscriber additions has been shifting increasingly towards the OEM channels. and the conversion rate of our OEM promotional

subscribers has been decreasing.

Growth in net ad sales continued through 2006, which reflects advertisers'esire to market to the growing subscriber base of satellite radio.

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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We summarize our business iarowth and operational results through the metrics of subscriber data. revenue data, SAC, CPGA and Adjusted EBITDA

(prospectively to be called "Adjusted Operating Loss" — see footnote I l. to the table below). Greater detail regarding these key metrics we use to monitor our

business grov, Ih and our operational results are as follov,s:

Years ended December 31.

2006 2006 2004

Subscriber:Data=
OEM and Rental Car Company Gross Subscriber Additions
Aftemaarket and Data Gross Subscriber Additions .

'2„085,396
1,78'1,085

$ 1,916.374 $ 1,347,)32
2,214.06'3 1,233,383

; Total Gross Subscriber Additional)) .

OEM and Rental Car Company Net Subscriber Additions
Aftemtarket:and Data Net Subscriber Additions

.3,866;488
883.934

,

81'1,66:1',130,437
. 2,580c5)S

980,827 811,549
1,723/006 ',057,347 '

Total Net Stfbscriber Additions(&)

ConversionSate(3}
Churrt Rate(4)

Aftent}arket Subscribers
OEM Subscribers
Subscribers in OEM Promotional Periods
XM Activated Vehicles svith Rental Car Companies'ata

Services Subscribers

1,695,'595
s3 3%

., i1.77%
4,379,762

; 2,655,404.
555t094

5,43'4
32,858

2,703,833
56 9n%

1.46o/n
3.581.639

',827;427
460,615

43,928
19.348

1,868,896.
58.9%
L.I 8n/n

1.878,088
922,413
401i988

.. '26;635

Total. Ending Subscribers(SJ

Percentage of Ending Subscribers on Annual and Mu)ti—Year Plans(&)

Pere'entage ofEnding Subscribers on Family PJans(61,

Revenue Data fmontlllyovct'ogci:
'ubs&rription,Revenue per Aftermarket, OEM 62.Other Subscrgbet ' .:

.

Subscription Revenue per Subscriber in OEM Promotional Periods
Subscription Revenue per XM Activated Vehicle with Rental Car Companies
Subscription Revenue per Subscriber of Data Services

7n628,5'52' .

44.2%
22.5 /n

$ 1'03'/27

$ 6.23
$ 596
$ 31.74

5,932,957 ': 3c229,124 . '2.4am 23.9n/8

19-On/n
' l.l 6%

$ '.97 $ 9.26
$ 5.79 $ 5.82
$ 9.88 . $ '.26.
$ 34.23 $

Average Monthly Subscription Revenue per Subscriber ("ARPU") (7)

Net Ad Sales'Revenue per Subscriber&)

Activation, Equipment and Other Revenue per Subscriber

fTotal Revenue per Subscriber.
Expense Data:

Subscriber Acquisition Costs ("SAC') {9)

Cost Per Gross Addition ("CPGA"I& ) 0)

Adjusted EB1TDA (ist thottsori dc)(I')1

$ '1"1A1', $ 1'0.57 $ .. 959

$ 108

.$ (166„172)

g'4 '62
$ )09 $ 100

$ (403.699) ' (311;85'6)

$ 1009 $ 951 $ 868
$ 0;43" '$ 0.38 " $'' "

0;33
$ 0.89 $ 0.68 $ 0.58

& I ) Gross Subscriber Addhionc are payin subscribers newly activated in the rcponing period. OEM subscribers include both newly activated promotional and oon-promotional subscrfbcrc.

(2) Ncf Subscriber Add(nona tcprcscm Ihc total nct incrcmcnta) paying subscribers added during thc period (Gross Subscriber Additions less Disconnccts),

(3) Conversion Rate — Scc dcfmifion and further discussion under OEM Promotional Subscribers on page 41.

(4} Churn Rute rcprcscntc the pcrcenta e of'self-pay(no Aftctmarkct, OEM B. Other Subscribcrc who discontinued service during the period divided by the monthly weighted average ending

subscribers. Chum Rate does nof include OEM promo}focal period deactfvafions or dcactivatious resulting from the chan c-ouf of X)vl —enabled rental car activity.

&5} Subccribcrs — Sce dcfinittoo and further discussion under Strbstribcrs on page 4}.

&6} XM receives a range of $9.99 — S I 1.87 pcr month for annual and multi-year plans and S6.99 per month for a family plan.

&7} Subscription Revenue includes monthly subscnpfiou tcvcnucs for our catcllhc audio service and data services. nct of any promo&iona or dtscounts.

(0} Nel Ad Sales Revenue includes sa)cs of advertisements and program sponsorships on the XM system. oct of aacncy commissions.

&9) SAC — For a description of'thc curtcnf definition of SAC and further discussion. sec Snhccrihet Acgrtisitron Costs on page 47.

& }0} CPGA — For a description of the current definition of'CPGA and further discussion. see Cost Pcr Gross Addition on page 47.

& I I } Adiustcd EBITDA — Scc 7&coo&tciiiotion vl s)et Loss to Atll usted EB/TDA on page 39.
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Results of Operations

Yenrs Ended December st, 2006 — 2005 2005 — 201)4

2006 20()5 2004 u/

iin iaunsunds„escepi percernufs siv

Revenue
Subscription

: "Activation
Merchandise
Netadsales .

Other

$ 875.626 $ 502.612
'16,192 '0,:066
21.720 18 182
35,330 20,103
34.549 7.303

$ 220.468
4,814
7 261
81485 .

3.415

014 64o/
6,126: 6IrNu

3.538 19oi'u

15227
"':

76o,;
27,246 373"/o

$ 282,144
.. 5'252

10,921
11 618

'.888

128"lu

1 09o/o

150%
137%
114 "/o

Tot:0 revenue 933417 '58266 244 443 375,157: '67% 313,'823 .128u/u

VanabIe costs of revenue(i):

Revenue share &. ro)alties
Customer care & billing operations
Cost of merchandise
Ad sales,

149,010 9s.874
I:04,871 76,222
48.949 40,707
15,961''0;058

50.676
40 887
] 1.557
"6,165

55 136 «9u/u

28.649. 38%
8.242 20"i'u

5,903 . 59'!o

43,198
35/'35
29,150
..3 893

S 5o/

86%
'1 5 '7 0 I

63u/o

Total 'variable co'st.of''ev enu e
Non—variable costs of revenueis i;

Satellite & terrestrial
Broadcast & operations:

Broadcast .

Operations

''318,791.; .
'c c Z20,86'1

'49,019 '; 47,355

23,049:: 16,609
34.683 24,460

I'09',285

35,922

10,832
13.192

6.664 '. I'6%

6440 ' 39%
10223 42oi'u

6,'433

5,777
11.268

I go/u

53'/o
85

97;930'c 44/u "'1:Ii+76. '102/o

Total:.br'oadcast &:operations
Programming & conient

Total non-variable cost of.revenue

57,732 ' ''1,069
165.196 101.008

271.947 184,432

24;024i
32.704

92,650

161663:. '"4:1%''
64 )88 64%

87 515 47o/ 91,782 99%

17;045 '1%
68.304 209%

Trital sos't of reve'nu'e'. 'theroperating expenses:
. Research & development

General & administrative
Retention & support
Subsidies & distribution
Advertising & marketing
Amortization of GM Iiabilitv
Depreciation & amortization

37„428
88,626
31,842

241,601
147,'640

'9,760

I:68.880

': 31,218
43,864
22,2'75

264,719
: 163,312

37.250
'45,870

23';513
28.555
f3@86

165.704
u88;076
37,250

'I 47;.I 65

'6,210 . Zoo/
44.762 102'/u

9,56.7. 43%
(23,118) — 9'/u

(15,622) .: —.10%

(7.490) 20%
23,01.0:. ': 16%

590,738 405,293 '201'„935'. 185,445. " 46% 283,35'8:

"7„705
15,309
8,'989

99,015
7'5,23:6

101%

33%
54%
68%
60%
86%

0
(I,'295) ': -'1%

Total other operdting expenses

Total operatIng expenses

Operating'loss
Other income (expense'):

Interest income

'nterestexpense
I oss from de-I'everaging transactions
Loss from impairment of investments
Equitydn net loss.'of affiliate
Other income (expense)

745,777 '08,508

1,336,515 lul13,801

, {403,098). '555,536)

21,664 - - '23,586
(121,304) (107,791)
(I'22', I89) (27.,5'52)

(76.572)
(23~9)i '':.':,:(482)

5,842 3.389

503.549

705.484

(461,041).

'6/39
(85.757)
'{76,62 I')

2.129

37269 '% 204'ct59 41%

(1,922)
(13,513)
.(94,637):
(76.572)l
(22,747)

'.453

-8'!
13o/u

343'i'o
NM

.NM '

n0/

:17;3'47,
(22,034)

.. 49,069

, ('4.82')

1,260

278%
26'/u

-64%
0o/u

0%
59%

222,7'14 '0% 4089.l'7: 58o/o

I 52,437 '.27% '94 '494) 2'0'lo

Net loss before income,taxes
Benefit from (provision for) deferred income taxes

(7 I'8,886) (664,385)
14 (2,330)

(61 5,051)
(27,317)

(54,501): 8%
2.344 — 101'i'o

{49,334)
24.987

8%
— 91 "i'u

Net loss :$ {718872) "$ -:,(66671'5)'(6'421368) $ (52,:157):.."..'% '$ (2413'47) .. 4%

.'V I1 — isui .Mcunin.'101
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Years ended December 31, 21)06 — 2U05 2005 -2004

2006 20U5 2004 5

Reconciliation of'Net lass zo Adjusted.EBITDA:.
I&)et loss as reported

. Add back I&)et lais items stot'tnciuded in:EBITDA:
Interest income
Inteiest expense
Depreciation & amortization
'.(Benefjt fram) provision for deferred income

taxes.'.'21.6641121,304
168,880
':;. -('I 4)

(23c586)
107,791
145.870

2;330

(6,239)
85,757

147,165
27,317

I 92'i
'13213
23.010
(2,344'I

-85o
?3%
16%

-I'01%

$(718.872') $(666&715) $(642,368) $ (52,157') 8% $(24,347) 4"/o

(17,347) 278o/o

.034 '26%a

(1.295) - I'/o

(24,987) '';91%o

EBITDA(3) 'dd

back EBITDA items not included in
Adjuste&d/EBITDA? i

Loss from de-leveraging transactions
Loss fnlm impairment of investments
Equity in net loss of affiliate
Other'{mcome) expense
Stock-based compensation

)22.189
76/72
23229
(5;842)
68.046

27.552

482
(33891
5,966

76,621 94.637
'76,572.)
22.747
(2,453)
62.080

343%
NM
NM

72%
1041%

(49 069) -64%
'polo

48" 0%
(1@60). '9%
3 946 195o/'o

(4503661 {434/) 0) {388 368) (16 056) 4% {45 942): I'2%

Adjusted EBITDA'(3) $ (/Hi6,1'72) $(403,699) $(31 t,856') $237@27 -59'lo $(91 843) '9%

/elM —.Nor Sfenningful

(I! Variable costs of revenue are cosis ihat cary with Auctuations in revenue generating activity such as chang&es in thc number of subscribers. the number of sdvenising spots sold, the quaniity

of merchandise sold or changes in rates.
12) Non-variable costs of revenue are costs ot'revenue that gcnerafly dn noi vary v ith Auctuations in revenue generating activity such as chang&es in the number of subscribers. the number of

advertising spots sold. the quantiiy uf merchandice sold or changes in rates.

(3) Net loss before interest income. inierest expense. income taxes. depreciation and amonization is commonly referred io m our business as "EB)TDA." Ad)usted EBITDA is defined as

EBITDA excluding& loss from de-levcrag&ing transactions. loss from impairment of investments. equity in net loss of atliliate. other income (expense) and stock-based compensation. We

believe that Adjusted EBITDA provides a bener measure of our core business operating resuhs and improves comparability. This non-GAAp measure should be used in addition to. but

noi as a substitute for. the onalysic provided in thc statement of operationc. We believe Adjusted EBITDA is a usei'ul measure of our operating periormance. Adjusted EBITDA is o

significant basis used by management to measure our success in acquiring. retaining ond servicing subscribers because we believe this measure providec insight into our abflity to grow

revenues in a cost-etl'ccdve manner. Adjusted EBITDA is o calculation used as a basis for investors. analysts and credit rating agencies to evaluaie and compare the periodic ond future

operming performances and value of similar companies in our industry.

Because we have funded the build-oui of our sysiem through the raising and expenditure of Iarg&e amnunts ofcapital. our results of operations roAect signiticani charues fnr depreciation,

amortization and interest expense. We believe Adjusiod EBITDA provides help)bi inibrmation about the operating performunce of our business. span from the expenses associated with

our physical plant or capitol structure. We be))c& c n is appropriate io exclude depreciation, amortization and interesi expense due to the variability of the timing of capital expenditures.

estimated useful lives and Auciuanon in interest rates. We exclude income taxes due to our uo losses and timing d)tferences. conain periods will rcflect a tax benefit. while others an

expense, in which neither arc ratlocuve of nur operating resulis. Because of the variety of equity awards used by companies. the varymg methodologies for determining& siock-based

compensation expense and the subiccuvc assumptions involved in those determinations. we believe excluding siock-based compensation eepcnse enhances ihe abilitv nf management and

investors to compore our core operating results wnh those similar companies in our industry.

Equity in net loss ofaAiiiate repncsenis our share of lnsses in an afliliate in which we exercise signiiicant influence. bui do noi control. Management believes it is appropriate to exclude

this loss when evaluating the perfonnance of our core business operations. Additionally. we exclude loss fram dc-leveroging transactions. loss from impairmeni of investments and other

income (expense) because these nemo represent activity ouiside of our core business operations.

There are limitations associated uiih the use of Adjusted EBITDA in evaluining nur cnmpany compared with net loss. which refiecto overall financial performance. These limitations

include the inclusion of I I i interest income. 12) interest expense, (3 I income taxes, 14) depreciation and amortization. I 5) loss from de-leveraging tmnsacuone. (6) loss from impairment of

mvestments, 17) equity in net Ioee ot uAiliate. Ig) other income (expense) ond 10) stock-bacsed compensation in the computation of nei lose. Users that wish to compare and evaluate our

company based on our nei loss should refer io our Consolidated Statements of Operations. Adjusted EBITDA does not purpon io represeni operating loss or cash Aov from nperating

activities. as those terms are detined under United Sisies generally accepted accounting principles. and should not be coneidered as an altcmative to those mcLcurements as an indicamr of

our performance. In addition. our measure of Adjusted EBITDA may not be comparable to similarly tiiled measures of other companies.

Effective for the three months ended March 31. 2002. we vrill consolidate our disclosures to present Adjusted opemiing loss and eliminme the use of EBITDA and Adjusted EB)TDA. The

calculation will be shown as follnwe:
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V«ars ended December 31,

2006 2005 2UU4

(Iir Ilroris&rrrrfs)l Reconci'Iiation ofNet loss to.adjusted operating loss:'et

loss as reported
Add back Islet loss items excluded from adjusted operating loss:

Interest income
Interest expense
(Benefit from) provision t'or dei'erred income taxes
Loss from de—leveraging transactions
Loss from impairment of investments
.Equity in .net, loss'of afti liats
Other (income) expense

(21,664)
121,304

(14)
122',189
76,572
23,229
(5.842)

(23.586)
107,79.1

2,330
27+52

: '482
(3,389)

(6,239)
, 85,757.
27,3I7
76,621

(2,129')

$(718r872) $(666,715) $(642,368)

Operating.loss
Depreciation & amortization

. Stock-based 'crompensation

'403,098) (555,535) . (461,041')
168,880 145r870 147,165
68r046r ';966 ', ',020

Adjusted operating loss $ (:I 66,172) $(403,699) $(311,856)

The following table sets forth select performance measures on an average subscriber basis and as 0 percentage of total revenue:

Annual amount per
Avera &e Subscriber (1)

Amounts as a Percentage
ol 1 otal Res on ue

years ended December 31, years ended December 31,

2tgIG

$ 138
I 'i2

5
87
22

6
13
66
5

36
22
'r5

2005 2(NI4

$ 122, s
'107" '10

96
4' '4'8

88
20 22
17 18

''
9

'" ': 'I'6',:

9 10
22 14

7 10
.10.' 12

106 133
5 6

58 72
36'.: . 38

88 136

Total revenue,
Subscription revenue
Net.ad sales

Total cost of revenue
Revenue sharc.& royalties
Customer care & billing operations
Sateliit'e:& feriestriaI
Broadcast & operations
Programming & content.

Research & development
Genera1' administrativ'0
Total marketing

Retention, & support
Subsidies & distribution
Advertising &:marketing

Adjusted EBITDA loss(2)

2006

100"/o

88
4

63
. 16

11

5:.
6

18
4'9

48
3'6

:16

18

2005

.1:00 so
90

73

14

7
18

6

87

47
';.29

72

2004

I 00~/o

90
3':

83
2'I

17
"15

10
. 13'0

12 .

I 'i4
5.

68
36

128

( I I Average subscriber is calculated as the average of the be innlna and ending subscriber balances for each period presented.

(2) Adjusted EBITDA loss — Sce deliniiion and funher discussion under Adyusied EBJTErA on page 49.
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Subscribers

Subscribers — Subscribers are those who are receiving and have agreed to pay for our service. either by credit card or by invoice, including those who are

currently in promotional periods paid in part by vehicle manufacturers, as wefl as XM activated radios in vehicles for which we have a contractual right to

receive payment for the use of our service Radios that are revenue generating are counted individually as subscribers. Aflermarket subscribers consist primarily

of subscribers who purchased their radio at retail outlets, distributors, or through XM's direct sales efforLs. OEM subscribers are self-paying subscribers whose

XM radio was installed by an OF M and are nnt currently in OEM promotional programs. OEM promotional subscribers are subscribers who receive a fixed

period of'XM service where Xlvl receives revenue from the OEM for the trial period following the initial purchase or lease of the vehicle. In situations where XM

receives no revenue from the OEM during the trial period. the subscriber is not included in XM*s subscriber count. Currently. at the time of sale, vehicle owners

general)y receive a three month prepaid trial subscription. Promotional periods generally include the period of trial service plus 30 days to hand)e the receipt and

processing of payments. The automated activation program provides activated XM radios on dealer lots for test drives but XM does not include these vehicles in

their subscriber count. XM s OEM panners generally indicate the inclusion of three months free ofXM service on the window sticker ofXM-enabled vehicles.

XM, historically and including the 2006 model year. receives a negotiated rate for providing audio service to rental car companies. Beginning with the 2007

model year. XM has entered intn marketing arrangements with rents) car companies which govern the rate which XM receives fnr providing audio service. Data

services subscribers are those subscribers that are receiving services that include stand-alone XM WX Satellite Weather service. stand-alone XM Radio Online

service and stand-alone NavTraffic servin.. Stand-alone XM WX Satellite Weather service packages range in price from $29.99 to $99.99 per month.

Stand-alone XM Radio Online service is $7.99 per month. Stand-alone NavTraffic service is $9.95 per month.

Subscribers are the primary source of nur revenues. We target the over 240 million registered vehicles and over 110 million households in the United States. As

of December 31, 2006. we had over 7.6 million subscribers, which includes 7,068,024 self-paying subscribers, 555,094 subscribers in OEM promotion periods

(typically ranging from three momhs to one year in duration) paid in part by the vehicle manufacturers and 5,434 paying XM activated vehicles with rental car

companies. The rate ofgrowth of our aftermarket subscriber base fluctuates with our promotional activities as well as the impact of seasonality. OEM subscriber

growth is driven primarily bv the number oi XM-enabled vehicles manufactured and with OEM promotional activity.

DER Promotional Subscribers — OEM promotional subscribers are subscribers who receive a fixed period oi'XM service where XM receives revenue from the

OEM for the trial period following the initial purchase or lease of the vehicle. )n situations where XM receives no revenue from the OEM during the tria) period,

the subscriber is not included iti XM's subscriber cnunt. Currently, at the time of sale, vehicle owners generally receive a three month prepaid trial subscription.

Promotional periods generally include the period of trial service plus 30 days to handle the receipt and processing of payments. We measure the success of these

promotional programs included in our OFM promotional subscriber count based on the percentage of promotional subscribers that elect to receive the XM

service and convert to self-paying subscribers afier the initial promotion period. We refer to this as the "conversion rate." We measure conversion rate three

mnnths after the period in vehich the trial service ends. Based on our experience it may take up to 90 days afler the trial service ends for subscribers to respond to

our marketing communications and become self-'paying subscribers. As of December 31. 2006, XM was available on over 140 vehicle models, with over 50 of
those as standard equipment and over 100 of thnse nffered as OEM factory-installed options. At December 31, 2006, XM's OEM partners represented
approximately 60% of the U.S. auto market.

Twelve Months Ended: December 3 l, 2006 vs. December 3l, 2005. Gross subscriber additions for 2006 were 3,866.481 compared to 4.130,437 for

2005. Net subscriber additions for 2006 were 1,695,595 compared to 2,703,833 for 2005. The churn rate increased to 1.77% from 1.46%.

Rerail Subscribers — Gross retail subscriber additions for 2006 were 1,781.085 compared to 2,214,063 for 2005. Gross additions were negatively
impacted by a reduction in product availability as a result of actions taken to bring XM devices into compliance with applicable FCC emission limits

(see "Legal Proceedings" in )tern 3. to Part I of this Form 10-K), a general weakening demand for satellite radio and competitive pressures. Net retail

subscriber additions lor 2006 were 811,661 compared to 1,723.006 for 2005. We attribute the decrease in net retail subscriber additions to churn on a

larger subscriber base. a higher churn rate and fewer gross retail subscriber additions. We partially attribute the increase in the churn rate to the
termination of our previous customer service provider and transition to a new customer service provider.

OEM Subscribers — Gross OEM subscriber additions for 2006 were 2,085,396 compared to 1,916,374 for 2005. Net OEM subscriber additions for

the 2006 were 883.934 compared tn 980,827 for 2005. We attribute the decrease in net OEM subscriber additions primarily to churn on a larger
subscriber base and a higher churn rate. We partially attribute the increase in the churn rate to the termination ofour previous customer service
provider and transition to

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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a new customer service provider in 2006. The conversion rate for 2006 was 53.3i% compared to 56.9% for 2005.

Rental Car Subscribers — Starting in the third quarter of2006. we no longer include certain rental car fleets (approximately 39.000 activated

vehicles) in our subscription total. This change is a result of a new marketing program that we implemented with certain rental fleet partners f'or 2007

model year vehicles. The goal of this program is to increase the number of rental cars equipped with XM Satellite Radio and expose more potential

customers to our service.

Ti»eh e Months Endedt December 31, 2005 vs. December 31, 2004. Gross subscriber additions for 2005 were 4,130.437 compared to 2,580.515 for

2004. hlet subscriber additions for 2005 were 2.703,833 compared to 1.868,896 for 2004. The churn rate increased to 1.46io from 1.18%.

Retail Subs& riherr — Gross retail subscriber additions for 2005 were 2,214,063 compared to 1,233,383 for 2004. Net retail subscriber additions for

2005 were 1,723.,006 compared to 1,057,347 for 2004. We attribute this growth primarily to consumer appeal for the quality and diversity of our

programming. our innovative radios delivered to market at attractive price points, as well as strategically increasing our points of presence in the retail

channels. We leveraged these factors with increased strategic marketing to drive our 2005 growth.

OEMSubscribers — Gross OEM subscriber additions for 2005 were 1,916.374 compared to 1.347.132 for 2004. Net OEM subscriber additions for

the 2005 were 980.827 compared to 811.549 for 2004. During 2005, XM was available on over 130 vehicle models, with approximately 120 of those

offered as OEM factory-installed options. This represented an increase during 2005 of over 40 models with XM as a factory-installed option. XM's

OEM partners at the end of 2005 represented approximately 60% of the U.S. auto market. The conversion rate for 2005 decreased slightly to 56.9%

compared to 58.9% lor 2004 primarily as a result of the April 2005 30% rate increase. We attribute the decrease in conversion rate to certain

temporary operational process issues, the full year impact of the 2005 rate increase. and the emergence of alternative audio formats for the automotive

sector.

Re»enue and Variable Cost ofRe»enue

Gross profit on subscription rat inue — We calculate gross profit on subscription revenue as Subscription revenue less Revenue share & royalties and Customer

care &. billing operations. For the years ended December 31, 2006, 2005 and 2004, gross profit on subscription revenue was $571.7 million. $332.5 million and

$ 128.9 million, respectively. Gross profit on subscription revenue has continued to improve as a result of increases in subscribers and ARPU, which were

proportionately greater than increases in Revenue share & royalties and Customer care & billing operations. For the years ended December 31, 2006, 2005 and

2004, gross margin on subscription revenue was 69.2%, 66.2% and 58.5%, respectively.

Subscription Revenue — Subscription revenue consists primarily of our monthly subscription fees for our satellite audio service and data services charged to

consumers, commercial establishments and fleets, which are recognized as the service is provided. Revenues received for promotional service programs are

included in Subscription revenue. Our subscriber arrangements are generally cancelable without penalty. Subscription revenue growth is predominantly driven by

the growth in our subscriber base and to a lesser extent by our overall increase in ARPU.

Twelve months Ended: December 31, 2006 vs. December 31, 2005. Subscription revenue increased $323.0 million or 64% during 2006 as compared

to 2005. This increase was due primarily to the 29% increase in ending subscribers and our April 2, 2005 30% rate increase, partially offset by an

increase in subscribers on discount plans and family plans. In February 2005 we announced that effective April 2, 2005 we were expanding our basic

service package and increasing our monthly subscription price to $ 12.95 from $9.99. Existing customers were able to lock in a discounted rate by

signing up for a pre-paid plan ofup to five years prior to mid-April 2005. The expanded basic service now includes the internet service XM Radio

Online (previously $3.99 per month) and the Virus Channel (previously $ 1.99 per month and formerly known as the High Voltage Channel), both of
which were premium services prior to this change. During 2006 and 2005, Subscription revenue included $41.6 million and $35.0 million,
respectively, from related parties for subscription fees paid under OEM promotional agreements.

Tt»eive Months Ended: December 31, 2005 vs. December 31, 2004. Subscription revenue increased $282.1 million or 128% during 2005 as compared

to 2004. This increase ivas due primarily to our April 2, 2005 30% rate increase (as discussed above) and 84% increase in ending subscribers, partially

offset by an increase in subscribers on discount plans and family plans. During 2005 and 2004, Subscription revenue included $35.0 million and $25.0

million, respectively. from related parties for subscription fees paid under OEM promotional agreements.
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Average Momhh'nb»cripti on Revenue Per Subscribet ("ARPU-) — Average monthly subscription revenue per subscriber is derived from the total

of earned subscription revenue (net of promotions and rebates) divided by the monthly weighted average number of subscribers for the period

reported. Avemge month)y revenue per subscriber is a measure of'operations) performance and not a measure of financial performance under United

Slates genera)ly accepted accounting principles. Average monthly subscription revenue per subscriber will fluctuate based on promotions. changes in

our rates. as well as the adoption rate of annual and multi-year prepayment plans, multi—radio discount plans (such as the family p)an) and premium

services.

Tn elva hlonths Ended: December 31, 2006 vs. December 31, 2005. ARPU increased as a result of the addition of new subscribers at the new

rates as well as the effect of the transitiori ofexisting subscribers to the new rates. The increase in the monthly subscription price became

effective for al) billing cycles on or afler April 2. 2005, and therefore, was being implemented over time. The effect of the April 2005 basic

plan rate increase was diluted partially by an increase in the percentage o('subscribers on discount plans (annual. multi-year and family) as well

as the revenue impact of certain marketing campaigns. which costs are treated as a reduction to revenue. The percentage of subscribers at

December 31. 2006 on 'annus) and multi-year plans'nd family plans increased to 44.2% and 22.5% from 42.4% and 19.0%, respectively.

compared to December 31. 2005.

Twelve Months Ended: December 31, 2005 vs. December 31, 2004. ARPU increased as a result of the addition of new subscribers at the new

rates as well as the transition ofexisting subscribers to the new rate. The increase in the monthly subscription price is effective for all billing

cycles on or after April 2. 2005, and therefore, will be implemented over time. The percentage of subscribers at December 31. 2005 on 'annual

and multi-year plans'nd family plans increased to 42.4% and 19.0% from 23.9% and 11.6%. respectively. compared to December 31, 2004.

Reramne Share & Royalties — Revenue share & royalties includes performance rights obligations to composers. artists, and copyright owners for public
perlormances of their creative works broadcast on XM, and royalties paid to radio techno)ogy providers and revenue share expenses associated with

manufacturing and distribution partners and content proyiders. These costs are driven primarily by the growth in our subscriber revenue and net ad sales and

subscriber base and to a lesser extent other contracts with various partners. We expect these costs to continue to increase with the growth in subscription and net

ad sales revenue and the growth in overall subscribers; but may fluctuate throughout the year based on new agreements, the renegotiation oi'existing contracts

and the resolution of the pending CRB proceeding.

~ Ta elve Months Ended: December 31, 2006 vs. December 31, 2005. These costs increased $55.) million or 59%. and have increased on an average

cost per subscriber basis, while decreasing as a percentage ofiota) revenue during 2006 as compared to 2005. The dollar increase was primarily
driven by an increase in shared revenue with distribution partners and increase in royalties due to increased subscription and net ad sales revenue and

increased subscribers.

Twelve Months Ended: December 31, 2005 i'. December 31, 2004. These costs increased $43.2 million or 85%. but have decreased as a percentage
of total revenue and on an average cost per subscriber basis during 2005 as compared to 2004. This dollar increase was primarily driven by an

increase in shared revenue with distribution partners due to increased subscribers and revenue. Additionally, royalties increased due to increased
subscription and net ad sales revenue. and increased subscribers.

Customer Care & B(11ing Operations— Customer care tk billing operations includes expenses from customer care functions as well as internal information
technology costs associated with subscriber management applications. These costs are primarily driven by the growth of our subscriber base. We expect these

costs to continue to increase in total dollars as well as on a per subscriber basis as we add subscribers and continue to drive improvements in service )eve)a.

Twelve Months Ended: December 31, 2006 vs. Dectmiber 31, 2005. These costs increased $28.6 million or 38%, but have decreased as a percentage
of total revenue and on an average cost per subscriber basis during 2006 as compared to 2005. The increase was driven primarily by our subscriber
growth and resulted in increased support costs, bad debt expense and credit card processing fees and to a lesser extent. a change in customer service

providers for which we incurred certain termination and transition costs.

Ttt sive Months Ended: December 31, 2005 vs. December 31, 2004. These expenses increased $35.3 mi)lion or 86%, but have decreased as a

percentage of total revenue and on an average cost per subscriber basis during 2005 as compared to 2004. The increase was driven by our subscriber

growth and resulted in increased costs associated with customer care functions, credit card processing fees, bad debt expense and internal information

technology.
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Gross profit on merchandise revenue — We calculate gross profit on merchandise revenue as Merchandise revenue less Cost of merchandise. For the years

ended December 31, 2006. 2005 and 2004. gross profit on merchandise revenue was ($27.2) million. ($22.5) million and ($4.3'I million, respectively. We

consider gross profit on merchandise revenue a cost of acquiring subscribers through our direct sales channel and include it as a component of SAC.

Merchandise Revenue — We record Merchandise revenue from direct sales to consumers through XM's online store, XM's direct-to-consumer programs and

XM kiosks.

Tu clue Months Ended: December 31. 2006 vs. December 31, 005. Merchandise revenue increased $3.5 million or 19% during 2006 as compared to

2005.

Twelve Months Endetb December 31,2 005 vs. December 31, "004. Merchandise revenue increased $ 10.9 million or 150% during 2005 as compared

to 2004. This increase was due primarily to a greater sales and marketing effort through direct channels such as our on-line store.

Cost ofMerchandise — Cost of merchandise consists primarily of the cost of radios and accessories related to XM's direct-to-consumer sales efforts. including

hardware manufacturer subsidies, and related fulfillment costs. These costs are primarily driven by the volume of radios sold. which are affected by promotional

programs.

Twelve Months Enderl: December 31, 2006 vs. December 31, 2005. These costs increased $8.2 million or 20%. The increase is primarily the result of

a $4.9 million inventory charge and an increase in per unit subsidies and fulfillment costs.

~ Twelve Months Ended: December 31. 2005 vs. December 31, 2004. These costs increased $29.2 million or 252%. The increase was primarily the

result of signiiicant direct sale promotional programs introduced during the fourth quarter of 2005 which were not offered during 2004.

Gross profit on net ad sales reiienue — We calculate gross profit on net ad sales revenue as Net ad sales revenue less Ad sales expense. For the years ended

December 31, 2006, 2005 and 2004, gross profit on net ad sales revenue was $ 19.4 million, $ 10.0 million and $2.3 million, respectively. Gross prolit on net ad

sales revenue continued to improve due to increases in the number of advertisers and advertising rates related to a larger subscriber base as well as controlling the

related cost, which have not increased in proportion to the revenue. For the years ended December 31, 2006, 2005 and 2004. gross margin on Net ad sales

revenue was 54.8%, 50.0% and 27 3gu. respectively.

14et AdSales Revenue — Net ad sales revenue consists of sales of advertisements and program sponsorships on the XM network that are recognized in the period

in which they are broadcast. Net ad sales revenue includes advertising aired in exchange for goods and services (barter), which is recorded at fair value. Net ad

sales revenue is presented net nf agency commissions.

~ Twelve Months Ended: December 31, 2006 vs. December 31, 2005. Net ad sales revenue increased $ 15.2 million or 7668 during 2006 as compared to

2005. This grov th was driven by increased spending by existing advertisers as well as the addition of new advertisers and increased rates driven by a

larger subscriber base.

~ Twelve Months Ended: Derember 31, 2005 vs, December 31, 2004. Net Ad sales revenue increased $ 11.6 million or 137% during 2005 as compared

to 2004. This grov th was driven by increased spending by existing advertisers as well as the addition of new advertisers.

Ad Sales Expense — Ad sales expense consists of direct costs associated with the generation ofNet ad sales revenue, including production. staffing and4IE
9 I P marketing,

~ Twelve Months Ended: December 31. 2006 vs. December 31. 2005. These costs increased $5.9 million or 59%. The increase is primarily the result of
additional headcount and ad sales barter expense. In addition. we recognized $2.4 million in Ad sales expense for stock-based compensation pursuant

to the adoption ot'FAS 123 R effective January I, 2006.

Twelve Months Eitded: December 31, 2005 vs. Deceniber 31, 004. These costs increased $3.9 million or 63%.

Other Revenue — Other revenue consists primarily of revenue related to various agreements with XM Canada as well as other miscellaneous revenue that

includes content licensing I'ees. billing option fees and recording services. We began recognizing revenue related to various agreements with XM Canada during

the fourth quarter of2005.
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~ Twelve hlonths Enid: December 3I. 2006 vs. December 3 I,2 005. Other revenue increased $27.2 million or 373% during 2006 as compared to 2005.

This growth was primarily driven by a $ 15.8 million increase related to the various agreements mth XM Canada and $4A million in content licensing

fees. For a further discussion of our agreements with XM Canada. see Note 7 under the heading "Etlttin~ Method Investment.'f the Notes to the

Consolidated Financial Statements in Item 8. of this Form 10-K.

Twelve Ivlonths Endeti. Dec ember 3l, 2005 vs. December 3I, 2004. Other revenue increased $3.9 million or 114% during 2005 as compared to 2004.

,'Yon-variobls Cost ofRevenue

Satellite dI Terrestriol — Satellite & terrestrial includes costs related to: telemetry. tracking and control of our satellites, in-orbit satellite insurance and incentive

payments. satellite uplink. and all costs associated with operating our terrestrial repeater netivork such as power. maintenance and operating lease payments. We

expect these costs to continue tn increase. but by lesser amounts, due to the launch and operation of our fourth satellite as well as any expansion of our terrestrial

repeater network. However. we expect that these costs will remain relatively flat as a percentage of total revenue and on an average cost per subscriber basis in

2007.

Ta elve ldontlrs Ender(: December 3I. 2006 vs. December 3I, 2005. These costs increased $6.7 million or 16%, but have decreased as a percentage of

total revenue and on an average cost per subscriber basis during 2006 as compared to 2005. This dollar increase was primarily the result of an

increase in in-orbit satellite insurance expense, operating costs. and performance incentives related to XM-3, which was launched in February 2005,

as well as such expenses related to XM-4, which was launched in October 2006. In addition, we recognized $2.6 million in Satellite 8c terrestrial

expense for stock-based compensation pursuant to the adoption of SFAS 123R effective January ], 2006.

Twelve Months Ended: December 3I. 2005 vs. December 3I, 2004. These costs increased $6.4 million or 18%, but have decreased as a percentage of

Iotal revenue and on an average cost per subscriber basis during 2005 as compared to 2004. This dollar increase was primarily the result of an

increase in in-orbit satellite insurance expense and performance incentives related to XM-3, which was launched in the first quarter of 2005.

Brood& ost ck Operotions — Broadcast and operadions include costs associated with the management and maintenance of systems and facilities as well as

information technology expense. Broadcast expenses include costs associated with the management and maintenance of the systems. software. hardware,

production and performance studios used in the creation and distribution ofXM-original and third party content via satellite broadcast, web, wireless and other

new distribution platforms. The advertising trafficking (scheduling and insertion) functions are also included. We expect these costs to continue to increase, but

by lesser amounts, as we continue to enhance our lineup and expand to new distribution platforms. However, we expect that these costs will remain relatively flat

on an average cost per subscriber basis in 2007. Operations expense includes facilities and information technology expense.

Twelve Jlfonrhs Ended: December 3I, 2006 vs. Deceniber 3I, 2005-. These costs increased $ 16,7 million or 41%, but have remained relatively flat as a

percentage of revenue and on an average cost per subscriber basis during 2006 as compared to 2005. This dollar increase in Broadcast expenses was

driven by $3.8 million in increased costs associated with new content initiatives and enhancements to and maintenance of the broadcast systems

infrastructure. Operations expenses increased $7.9 million mainly due to an increase in the general operating costs associated with expanded facilities

and accompanying infrastructure. In addition, we recognized $2.9 million and $2,4 million in Broadcast expense and Operations expense,

respectively, for siock-based compensation pursuant to the adoption of SFAS 123R effective January I, 2006.

Tweh e lvlonths Ended: December 3l, 2005 t s. December 3I, 2004. These costs increased $ 17 0 million or 71%, but have decreased as a percentage

of total revenue and on an average cost per subscriber basis during 2005 as compared to 2004. This dollar increase in Broadcast expenses was driven

by $5.5 million in increased costs associated with enhancements to and maintenance of the broadcast systems infrastructure. Operations expenses

increased $ ] 1.2 million mainly due to an increase in the general operating costs associated with the newly expanded corporate facility and

accompanying infrastructure.

Programming dl Coment — Programming 8: content includes the creative, production and licensing costs associated vrith our over 170 channels of XM-original

and third party content. We view Programming & content expenses as a cost of attracting and retaining subscribers. Programming & content includes staffing

costs and fixed payments for third party
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coment. which are primarily driven by programming initiatives. These expenses have increased over time and have varied on a per subscriber basis. We expect

these costs to continue to increase. but by lesser amounts. as a result of recognizing the full-year effects of programming initiatives launched during 2006.

However, we expect that these costs will decrease on an average cost per subscriber basis in 2007.

T» elve Montlis Ended: December 3/, 2006 vs. December 3I, 2005. These costs increased $64.2 million or 64%, and have increased on an average

cost per subscriber basis. while remaining relatively flat as a percentage of total revenue during 2006 as compared to 2005. This dollar increase was

driven priniariiy bv costs in support of new programming initiatives as well as the full period etTects of expenses from other programming initiatives

launched throughout 2005 ln addiiion. we recognized $ 10.9 million in Programming & content expense for stock-based compensation pursuant to

the adoption of SFAS 123R effcctix e January I. 2006.

T» elve Momh» Ended: December 3I, 2005 vs. December 3I. 2004. These costs increased $68.3 million or 209%. and have increased as a percentage

of revenue and on an average cost per subscriber basis during 2005 as compared to 2004. This dollar increase was driven primarily by costs in support

of new or full year impact of programming initiatives.

Other Operonr&gExpenses

Rest o&x h & Dei elopment — Research & development expense primarily includes the cost of new product development. chipset design. soflware development

and engineering.

Twelve Mon&Its Ended: December 3I. 2006 vv. December 3I, 2005. These costs increased $6.2 million or 20%, but have decreased as a percentage of
revenue and on an average cost per subscriber basis during 2006 as compared to 2005. This dollar increase was driven primarily by an increase in

Research & development expense I'or stock- based compensation pursuant to the adoption of SFAS 123R effective January I, 2006 offset partially by

lower engineering builds during 2006 as compared to 2005, which included the design of new products launched during 2006.

~ Twelve Months Ended: December 31,2 005 vs. Dece&nber 3I. 2004. These costs increased $7.7 million or 33%, but have decreased as a percentage of
revenue and on an average cost per subscriber basis during 2005 as compared to 2004.

General & Administrotive — General & administrative expense primarily includes management's salaries and benefits, professional fees, general business

insurance, as well as other corporate expenses. The growth in these costs has been predominantly driven by personnel costs and infrastructure expenses to

support our growing subscriber base. We expect these costs to continue to increase due in part to various legal proceedings and regulatory inquiries (see "Legal

Proceedings" in item 3. to Pan I of this Form 10-K).

T» elve Months Ended: December 31. 2006 vs. December 3I. 2005. These costs increased $44.8 million or 102%. and have increased as a percentage

of revenue and on an average cost per subscriber basis during 2006 as compared to 2005. This dollar increase was driven primarily by an increase in

General & administrative expense I'or stock-based compensation pursuant to the adoption of SFAS 123R effective January I, 2006: as well as

'headcount. consulting fees and legal fees associated with various legal proceedings and regulatory inquiries.

~ Tivelve Months Ended: December 3I, 2005 vs. December 3I, 2004. These costs increased $ 15.3 million or 54%, but have decreased as a percentage

of revenue and on an average cost per subscriber basis during 2005 as compared to 2004. This dollar increase was driven primarily by an increase in

headcount and iegal fees associated with the satellite arbitration and strategic relationships entered into during 2005.

Rete»&ion & Sttppo&t — Retention & support expense primarily includes payroll and payroll related costs of our sales and marketing employees.

Tivelve Months Ended: Deceniber 3I, 2006 vs. December 3I, 2005. These costs increased $9.6 million or 43%, but have remained relatively flat as a

percentage of revenue and on an average cost per subscriber basis during 2006 as compared to 2005. This dollar increase was driven primarily by an

increase in Retention & support expense for stock-based compensation pursuant to the adoption of SFAS 123R effective January 1, 2006.

~ T»&elva Mondis Ended: December 3I, 2005 vs. December 3I, 2004. These costs increased $9.0 million or 68%, but have decreased slightly as a

percentage of revenue and on an average cost per subscriber basis during 2005 as compared to 2004
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Subsidies dI Distribution — These direct costs include the subsidization of radios manufactured. commissions for the sale and activation of radios and certain

promotional costs. These rosis are primarily driven by the volume ofXM-enabled vehicles manufactured. the sales and activations of radios through our retail

chtnmel as well as promotional aciivity associated with the sale ofXM radios. We expect these costs to increase during 2007 as we add gross subscribers. but

may fluctuate throughout the year. with changes in the volume of the manufacture. sale and activation of radios, which historically has been significani during the

fourth quarter.

T» elve Months Ended: December 31,2 006 vs. December 31, 2005. These costs decreased $23.1 million or 9%. and have decreased as a percentageof'otal

revenue to 26% from 47 &k and on an average cost per subscriber basis during 2006 as compared to 2005. This dollar decrease was driven

primarily by a reduction in the number of retail radios sold and activated.

Twelve Mamhs Ended: December 31, 2005 i s. Decenrber 31. 2004. These costs increased $99.0 million or 60%, but have decreased as a percentage

of total revenue io 47% Itom 68% and on an average cost per subscriber basis during 2005 as compared to 2004. This dollar increase was driven

primarily by the 60 rt& increase in gross subscribers.

Snbscriber Ar quisitirtn Cons — Subscriber acquisition costs include Subsidies &1k distribution (excluding on-going lovaltv payments to distribution

partners'I and the negative gross profit on merchandise revenue. Subscriber acquisition costs are divided by the appropriate gross additions or units

manufactured to calculate what we refer to as "SAC."

Effectivefor the three months ended hlarch 31, 2007, we will revise aur current definition ofSAC to alla» for the direct calcwlatlan afthls metric

using certain line itemsfrom aur Results ofOperations and Key Metrics tables in Item 7. ofthis Form 10-K. 8'e wl 11 reclassify amatmtsfrom

Subsidies and rllstrlbution ta Adk ertlslng and marketing related ta on-going layalh& payments. The reiised ca!ctriatian»ill be asfollo»&s:

Subsidies cf: cli &uriburi an phrs Cost ofmerchandise less Merchandise revenue. divided by gross subscriber additions. In finurefilings', we wl II shaw

the calculation ofSAC for comparative periods. as well as the previously reported amount.

Tweh e Months Ended: Derembc&r 31, 2006 vs. December 31, 2005. During 2006 and 2005, we incurred subscriber acquisition costs of $251.9

million and $266.9 million, respectively. SAC for 2006 and 2005 remained unchanged at $64.

Twelve Months Ended: December 31, 2005 vs. December 31, 2004. During 2005 and 2004, we incurred subscriber acquisition costs of $266.9

million and $ 157.5 million, respectively. SAC for 2005 and 2004 was $64 and $62, respectively. The increase in SAC is primarily the result of

the increase in negative margins on direct hardware sales, subsidies and promotions during the fourth quarter of 2005 as a result of our response

to control retail hardware price points to compete with the launch of Howard Stern by our competitor, as well as the mix of radios sold and

distribuiion channels during the quarter.

Advertising ctI Marketing — Advertising &ck markeiing includes advertising, media and other discretionary marketing expenses. These aciivities drive our sales,

establish our brand recognition. and facilitate our growth. We achieve success in these areas through caordinated marketing campaigns that include retail

advenising through various media. cooperative advertisina with our retail and OEM partners. sponsorships and ongoing market research. We expect these costs

to increase during 2007 due to increased spending on consumer media advertising, but may fluctuate throughout the year, based on the timing of these activities,

which historically has been signiticant during the fourth quarter.

~ Twelve Months Ended: December 31, 2006 vs. December 31, 2005. These costs decreased $ 15.7 million or 10'/a& and have decreased as a percentage

of total revenue to 16"6 from 29$/v and on an average cost per subscriber basis during 2006 as compared to 2005. This dollar decrease was primarily

driven by a decrease in media spending during 2006 as compared to the 2005, which included a substantial increase to counter competitive pressures.

Twelve Months Ended: December 31, 2005 vs. December 31, 2004. These costs increased $75.2 million or 85"/0, but have decreased as a percentage

of total revenue to 29% from 36% and on an average cost per subscriber basis during 2005 as compared to 2004. This dollar increase was primarily

driven by competitive pressures which resulted in increased spending in retail media expenses and a broadening of our presence, particularly during

the 4th quarter of 2005. in radio. television, print, Internet, stores, and mails.

Cost Per Grass Addi tlrrn ("CPGA ") — CPGA costs include the amounts in SAC, as well as Adverhsing &Ik marketing and on-going loyalty payments

to distribution parmers. CPGA costs do not include marketing staff
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(included in Retention Ik support') or the amortization of the GM guaranteed payments (included in Amortization of GM liability). These costs are

divided by the gross additions Ior the period to calculate CPGA.

Effectivefor the three months ended March 31, 007, we will rei'lse om current definition ofCPGA to alloivfor the direct caicuIation of this metric

using certain line It«.'msfrom our Results ofOperations and Key Metrics tables within this Item 7. ofthis Form 10-K. Itte will reriassify amounts ft.om

Subsidies and distribution to Adk enising and marketing related to orz-going loyaln payments. The revised calculation will be asfollows: SAC costs

plus Advetvislng «f marketing, divided by gross subscriber additions. Infitturefilings, t««e will show the calculation ofCPGA for comparative periods,

as well as the previously reported amount. The overall colm«lotion for CPGA will remain the same.

~ Ti«elva Months Ended: December 31, 2006 vs. Decetnber 31,2 005. During 2006 and 2005, we incurred CPGA expenses of $416.3 million and

$449A million. respectively. CPGA for 2006 and 2005 was $ 108 and $ 109, respectively. The decrease in CPGA is due primarily to the

reductions in advertising and marketing.

Tv«elva Montlis Ended: December 31, 2005 vs. December 31, 2004. During 2005 and 2004, we incurred CPGA expenses of$449.4 million and

$257.9 million. respectively. CPGA for 2005 and 2004 was $ 109 and $ 100, respectively. The increase in CPGA is due primarily to the fourth

quarter of 2005 increase in SAC, and the substantial increase in discretionary advertising and marketing expenses, primarily media. in response

to our competitor s launch of Howard Stern.

Depreciation «% Amorti:ation — Depreciation and amortization expense primarily relates to our satellites, ground support systems that include our terrestrial

repeater network, broadcast facilities. computer hardware and soflware. We expect these costs to continue to increase. primarily as a result of the inclusion of

XM-4. which was placed into service in December of 2006.

Twelve Motiths Endedt December 31, 2006 vs. December 31, 2005. These costs increased $23.0 million or 16 «'o during 2006 as compared to 2005.

The increase was primarily due to a higher depreciable asset base, reflecting a full year of depreciation on XM-3, which was placed into service in

April 2005, higher capital spending lor system development. computer hardware, software and leased equipment.

~ Twelve Months Ended: December 31, 2005 vs. December 31, 2004. These costs decreased slightly primarily due to lower depreciation on XM- I and

XM-2 as a resuh ol'recording approximately $ 134 million of insurance proceeds as a reduct ion to the carrying values of our satellites in August 2004

offset partially by increased depreciation related to XM-3 which was placed into service in April 2005 as well as other additional 2005 capital

expenditures.

Provisionfor Deferred Inrome Taxes — In 2004, we recorded a deferred tax liability related to indefinite lived assets that are amortized and deducted for tax

purposes but ate not amortized under generally accepted accounting principles. We will continue to incurapproximately $2.3 million in annual tax expense as the

indefinite lived assets are amortized for tax purposes over the next 12 years.

Tv«elva Montlis Ended: Deceniber 31, 2006 vs. December 31, 2005. For 2006, we recognized a deferred tax benefit related to the cumulative

translation adjustment on our investment in XM Canada, which offset the deferred tax expense f'or 2006 related to our indefinite lived assets. The net

tax benefit for 2006 was $ 14,000.

~ Twelve Months En«led« December 31, 2005 vs. December 31, 2004. Beginning in the second quarter of2004, we have recorded tax expenseoi'pproximately$0.6 million per quarter related to the amortization of the indefinite lived assets for tax purposes. In 2004, we recorded a total provision

for deferred income tax expense of $27.3 million as the result of recording a deferred tax liability related to indefinite lived assets.

I«Ion-operating income and Evpenses

,'v'on-operating Income and Ezpense — Non-operating income and expense consists primarily of net costs associated with financing and cash management

activities, loss from impairment of investments and equity in net loss of affiliate. Net costs associated with financing and cash management activities include

Interest income, Interest expense and Loss from de-leveraging transactions.

Twelve Months Ended: December 31, 2006 vs. December 31, 2005. Interest expense increased $ 13.5 million, de-leveraging charges increased $94.6

million and interest income decreased $ 1.9 million, which was partially offset by a $2.5 million increase in Other income. The increase in interest

expense during 2006 as compared to 2005
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was primarily the result of $ 16.5 million increase in de—leveraging related costs recognized as Interest expense. During 2006, we recorded

de-leveraging charges of $ 1222 million to retire debt with carrying values, including accrued interest, of $568.2 mil)ion. During 2006. we recognized

impairment losses on our investments in WorldSpace, Inc. ("WSI") and XM Canada and recorded our proportional share ofXM Canada's results. We

reduced the carrying values of our investments in WS) and XM Canada, during 2006. due to decreases in fair values that were considered to be other

than temporary and recorded impairment charges of $ 18.9 million snd $57.6 million. respectively. During the fourth quarter of 2005. we began

recognizing our 23.33S v ProPortional share of XM Canada's results, which for 2006. resulted in the recognition of a $23.2 million net loss.

Twelve Mozztlzs Ended: Decerzzher 3I, 2005 vs. December 31, 2004. Interest expense increased $22.0 million, which was offset by a $ 17.3 million

increase in Interest income and a $49.1 million decrease in de-leveraging charges. The increase in Interest expense during 2005 was primarily the

result of $ 7.3 million increase in de-leveraging related costs recognized as Interest expense in 2005, $7.7 million reduction in interest costs

capitalized in '00S. and the increase in interest expense associated with the $400 million ) .75$(! convertible senior notes due 2009 aggregate issuance

in November 2004 and January 200S. The increase in Interest income was primarily attributable to higher average balances of cash and cash

equivalents during 2005. During 2005, we recorded de-'leveraging charges of $27.6 million to retire debt wdth carrying values including accrued

interest of $80.0 million.

Adjusted EBITDA

Adiztsted EBITDA — Net loss bef'oie interest income, interest expense, income taxes, depreciation and amortization is commonly referred to in our business as

"EBITDA." Adjusted EBITDA is defined as EBITDA excluding loss from de-leveraging transactions, loss from impairment of investments. equiiy in net loss of

afliliate. other income (expense) and stock-based compensation. We believe that Adjusted EB)TDA provides a better measure of our core business operating

results and improves comparability. This non-GAAP measure should be used in addition to. but not as a substitute for, the analysis provided in the statement of

operations. We believe Adjusted EBITDA is a useful measure of our operating performance. Adjusted EBITDA is a significant basis used by management to

measure our success in acquiring, retaining and servicing subscribers because we believe this measure provides insight into our ability to grow revenues in a

cost-effective manner. Adiusted EBITDA is a calculation used as a basis for in:estors. analysts and credit rating agencies to evaluate and compare the periodic

and future operating performances and value ol'similar companies in our industry.

Because we have funded the bui)d-out of our system through the raising and expenditure of large amounts ofcapital, our results of operations reflect significant

charges for depreciation, amonizstion and interest expense. We believe Adjusted EBITDA provides helpful information about the operating perf'ormance of our

business, apart from the expenses associated with our physical plant or capital structure. We believe it is appropriate to exclude depreciation. amortization and

interest expense due to the variabi)iiy of (he timing of capital expenditures, estimated useful lives and fluctuation in interest rates. We exclude income taxes due

to our tax losses and timing di)Terences, certain periods will reflect a tax benefit, while others an expense. in which neither are reflective of our operating results.

Because of the variety of equity awards used by companies, the varying methodologies for determining siock-based compensation expense and the subjective

assumptions involved in those detemiinations. we believe excluding stock-based compensation expense enhances the ability of management and investors to

compare our core operating results with ihose similar companies in our industry.

Equity in net loss of affiliate represents our share of losses in an affiliate in which we exercise significant influence. but do not control. Management believes it is

appropriate to exclude this loss when evaluating the performance of our core business operations. Additionally, we exclude loss from de-leveraging transactions.

loss fram impairment of'nvesiments and other income (expense) because these items represent activity outside ol'our core business operations.

There are limitations associoted with the use of Adjusted EBITDA in evaluating our company compared with net loss, which reflects overall financial

performance. These limitations ihc)ude the inclusion of (I) interest income, (2) interest expense, (3) mcome taxes, (4) depreciation and amonization. (5) loss

from de-leveraging transactions. (6) loss from impairment of investments. (7) equity in net loss of affrliate, (8) other income (expense) and (9) stock-based

compensation in the computation of net loss. Users that wish to compare and evaluate our company based on our net loss should refer to our Consolidated

Statements of Operations Adiusted EBITDA does not purport to represent operating loss or cash flow from operating activities, as those terms are defined under

United States generally accepted accounting principles, and should not be considered as an alternative to those measurements as an indicator of our performance.

ln addition, our measure of Adjusted EBITDA may not be comparable to similarly titled measures of other companies. Adjusted EB)TDA loss is continuing to

decrease as a percentage of total revenue and on an average per subscriber basis.
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Twelve hionths Enried: December 3I,2 006 vs. December 3l, 2005. Adjusted EBITDA loss decreased by $237.5 million or 59%, and has decreased as

a percentage of ioial revenue to 18% from 72% during 2006 as compared to 2005. The decrease as a percentage of total revenue reflects our ability to

leverage greater revenue across our fixed cost base. The decrease in Adjusted EBITDA loss is primarily related to the $323.0 million increase in

Subscription revenue. $6.1 million increase in Activation revenue. $272 million increase in Other revenue, $ 15.2 million increase in Net ad sales

revenue. $7.5 million decrease in Amortization of GM liability. $23.1 million decrease in Subsidies & distribution and $ 15.7 million decrease in

Advertising & marketing. This increase was offset partially by a $ 185.4 million increase in Cost of revenue (less $20.8 million related to Stock-based

compensationl and $44.8 millinn increase in General & administrative (less $26.4 million related to Stock-based compensation).

Twelve months Ended: December 31. "00s vs. December 3l. 20tl&t. Adjusted EBITDA loss increased by $91.8 million or 29%a, but has decreased as a

percentage of total revenue to 72,a from 128% during 2005 as compared lo 2004. The decrease as a percentage oi'revenue reflects our revenue

grnwth and margin improi cment. offset in part by an increase in discretionary marketing costs as well as operating costs as a result of our subscriber

grnwth. The decrease in Adjusted EBITDA loss is primarily related to the $282.1 million increase in Subscription revenue, $5.3 million increase in

Activation revenue, $3.9 million increase in Other revenue and $ 11.6 million increase in Net ad sales revenue. This increase was offset partiafly by a

$203.4 million increase in Coal of revenue (less $ 1.2 million related to Stock-based compensation), $ 15.3 million increase in General &

administrative (less $0.4 million related to Stock-based compensation), $99.0 million increase in Subsidies & distribution and $75.2 million increase

in Advertising & marketing.

Liquidity and Capital Resnurces

Overvierrr

The growth in demand I'or our products and services has required and will continue to require us to invest significant amounts in our business. Since inception

throueh December 31. 2006. we have raised proceeds of $4.3 billion. net of offering costs. through equity and debt offerings. Our ability to become profitable

depends upon many factors& some ofwhich are identified below under the caption entitled "Future Operating Liquidttt and Capitol ResourceRequirements.'ur

principal sources of liquidity are our existing cash and cash equivalents and cash receipts I'or pre-paid subscriptions. We also have access lo significanl

liquidity through our new bank revolving credit facility and our GM credit facility, as amended in April 2006 (both ofwhich are now fully available following
incentivized conversion of a portion of our outstanding 10% senior secured discount convertible notes due 2009 in October 2006). We also have significant

outstanding contracts and commercial commitments that need to be paid in cash or through credit facilities over the next several years. These contractual
commitments are comprised of subsidies and distribution costs, rights and royalty fees. revenue share arrangements, programming costs, repayment of long-term
debt. satellite related costs. lease payments and service payments. Our ability tn become profitable also depends upon other factors identified below under the

caption entitled "Future Operating 1iqiririirf and Capital Resotrrre Reqrrirements."

The fnllowing table presents a summary of our cash flows, beginning and ending cash balances for years ended December 31, 2006, 2005 and 2004 (in

thousands. except percentages):

Years Ended December Ut, 2006 — 2005 2005 - 20U4

Cish flows used.in operating acfivities
Cash flows used in investing activities
Cash flows provided by financing actI vt ties

Nel increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cashand caih equivalerits at end&of period

2U06 20U5 2004

$(462,091)
(264,447)
233,763

$(266@17) $ (75P05l)
(206,123) (36,329)

. 365&964 411,094

(492,775)
7 I 0.991

(6,876)'.' '299/60
717.867 418,307

$ 218,21.6 $ T10,991 ', $71 /,86'f

5

$(295 374) 177ofa

(58.324) 28%
@32/01)

(485,899).'qM

'6,876) -I a&'a

$(492,775) .'9afo

5 a/

$ (91 6'12) 1'22Yo

( I 69,794) 467%
(45. $30) -$1%

(3'06436) . Q!02o/o
299,560 72%

$ (6,876), -P/o

&Vtt&t — Ror hteuning&fut
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Operating Activities — Operating activities primarily consist of net loss adjusted for certain non-cash items including depreciation, amortization, accretion of
interest, net non-cash loss on conversion of notes, non-cash loss on equity-based investments, stock-based compensation and the effect of changes in working

capital.

During 2006, net cash used in operating activities was $462.1 million. consisting of a net loss of$718.9 million adjusted for net non-cash expenses of
$505.6 million. $4.5 million gain on sale of fixed assets and $244.3 million used in working capital as well as other operating activities. Included in

cash used in working capital is a $ 102.2 million decrease in Accounts payable, accrued expenses and other liabilities due primarily to the effort to

reduce our previous year's balance to more normative levels, a $206.6 million increase in Prepaid and other assets due primarily to the $237 million

prepayment of our liability to GM and a $37.5 million increase in Accounts receivable; partially offset by a $66.6 million increase in Subscriber
deferred revenue. as a result of subscribers signing up for discounted annual and multi-year pre-payment plans and a $37.6 million decrease in

Prepaid programming content.

During 2005, net cash used in operating activities was $ 166.7 million. consisting of a net loss of $666.7 million adjusted for net non-cash expenses of
$266.3 million and $233.7 million provided by working capital as well as other operating activities. Included in cash provided by working capital is a

$208.3 million increase in Subscriber deferred revenue. as a result of subscribers signing up for discounted annual and multi-year pre-payment plans,
$ 125.8 million increase in current trade liabilities and accruals due to the expansion ofgeneral business operations, partially offset by a $ 101.3 million

increase in Prepaid and other assets primarily for programming during 2005.

During 2004, net cash used in operating activities was $75.2 million. consisting of a net loss of $642.4 million adjusted for net non-cash expenses of
$328.3 million and $238.9 million provided by working capital as well as other operating activities. Included in cash provided by working capital are

a $98.5 million increase in Subscriber deferred revenue and an $ 82.8 million increase in amounts Due to related parties.

invesring Acrh i!ice — Investing activities primarily consist of capital expenditures and proceeds from the sale of equipment.

During 2006, net cash used in investing activities was $264.4 million. primarily consisting of $275.0 million in capital expenditures for the
construction ofXM-4. computer systems infrastructure and building improvements. offset by $ 7.2 million in proceeds received from the sale of
terrestrial repeaters to XM Canada and $3A million in proceeds received from the maturity of restricted investments.

During 2005, cash used in investing activities was $206.1 million, primarily consisting of $ 179.8 million in capital expenditures and $25.3 million
used to purchase an equity investment. Capital expenditures consisted primarily of expenditures for the construction and hunch of XM-3 and the
construction and launch of XM-4, computer systems infrastructure and broadcast facilities, and the construction of the backup uplink facility during
2005.

During 2004, net cash used in investing activities was $36.3 million, primarily consisting of $ 169.9 million of capital expenditures, offset partially by
$ 133'.9 million of the satellite insurance settlement discussed below.

Juh'004 Sarepgye insurance Serilemenr — In July 2004, the Company reached agreement with insurers covering 80% of the aggregate sum insured at

a settlemenl equal to 44.5$ $ of the proportionate amount covered by each of these insurers, representing a total settlement of$ 142 mil]ion. The total
settlement included $ 133.9 million in cash claim receipts and $8.4 million cash and non-cash adjustments. For a further discussion, see Note 17 of the
Notes to the Consolidated Financial Statements in item 8. of this Form 10-K.

Financing Acriiiries — Financing activities primarily consist ofproceeds from debt and equity financings, issuance of common stock pursuant to stock option
exercises. and repayments of debt.

During 2006. net cash provided by financing activities was $233.8 million: primarily consisting of $600.0 million provided by the issuance of
unsecured 9.75% Senior Notes due 2014. $200.0 million provided by the issuance of unsecured Senior Floating Rate Notes due 2013 and $6.4 million
in proceeds from the exercise ofwarrants and stock options; offset primarily by the repayment of$ 186.5 million of 14% Senior Secured Discount
Notes due 2009. $ 100.0 miqiion of 12% Senior Secured Notes due 2010 and $200.0 million of Senior Secured Floating Rate Notes due 2009. as well
as $27.4 million in premiums associated with the above—mentioned retired debt. In addition to the debt repayment, all shares of Series B preferred
stock were redeemed for $24.0 million and $21.5 million of deferred financing costs were paid in conjunction with the new debt issuances.

~ During 2005. net cash provided by financing activities was $366.0 million. primarily consisting of net proceeds of$300.0 million provided by the
issuance ofapproximately 9.7 million shares of Class A common stock, $ 100.0
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million from the issuance of 1.75% Convertible Senior Notes from an over allotment option that was exercised in January 2005 offset by the

repayment of the remaining $22.8 million principal balance of 14% Senior Secured Notes due 2010. and the repayment of$ 15.0 million principal

balance of 12% Senior Secured Notes due 2010.

During 2004, net cash provided by financing activities was $411.1 million; primarily consisting of $300.0 million provided by the issuance of 1.75%

Convertible Senior Notes due 2009, $200.0 million provided by the issuance of Senior Secured Floating Rate Notes due 2009 and $ 185.5 million

provided by the issuance of 7 million shares of Class A common in January 2004. offset in part by the repayment of $ 184.2 million of related party

debt, and the repayment of $83.0 million of secured debt.

Future Operating LiquiditJ and Capital Resource Requirements

Our projected funding requirements are based on our current business plan, which in turn is based on our operating experience to date and our available

resources. We are pursuing a business plan designed to increase subscribers and revenues while maintaining reasonable subscriber acquisition costs in the

Iong-term. Our plan contemplates our focusing on the new automobile market where we have relationships with automobile manufacturers. the continuing

introduction of innovative yet affordable technology in the retail aftermarket and the use of our more productive distribution channels.

Provided that we meet the revenue, expense and cash flow projections of our business plan, we expect to be fully funded and will not need to add additional

liquidity to continue operations. Our business plan is based on estimates regarding expected future costs and expected future revenue. Our costs may exceed or

our revenues may fall short of our estimates. our estimates may change. and future developments may affect our estimates. Any of these factors may increase our

need for funds, which would require us to seek additional financing to continue implementing our curreni business plan. In addition. we may seek additional

financing, such as the sale of additional equity and debt securities. to undertake initiatives not contemplated by our current business plan or for other business

reasons.

ln the event of unfavorable future developments we may not be able to raise additional funds on favorable terms or at all. Our ability to obtain additional

financing depends on several factors: including future market conditions, our success or lack of success in developing. implementing and marketing our satellite

audio service and data services. our future creditworthiness and restrictions contained in agreements with our investors or lenders. II'we fail to obtain necessary

fmancing on a timely basis, a number of adverse effects could occur, or we may have to revise our business plan.

On February 13, 2007, we entered into a sale-leaseback transaction with respect to the transponders on the XM-4 satellite, which was launched in October 2006

and placed into service during December 2006. We received net proceeds of$288.5 million from the transaction, of which $44 million (inclusive of interest) was

used to retire outstanding mortgagcs on real property and the remainder of which provides additional liquidity available for working capital and general corporate

purposes. For a further discussion. see Note 20, to the Notes to the Consolidated Financial Statements in Item 8. of this Form 10-K.

On May 5, 2006. wc entered into a new $250 million revolving credit facility with a group of banks. We have the right to increase ihe size of the facility by up to

$ 100 million, with any increase to be syndicated on a "best efforts" basis with no lender being required to increase its commitment. The I'acility became fully

available beginning October 2006. For a further discussion, see Note 9, under the heading "$250 million Senior Se& ured Revolving Credit Fvcilitv," of the Notes

to the Consolidated Financial Statements in Item 8. of this Form I O-K.

On May I, 2006. XM announced that its subsidiary Inc. had completed an $800 million debt offering, consisting of $600 million of unsecur'ed 9.75% Senior

Niotes due 2014 and $200 million of unsecured Senior Floating Rate Notes due 2013. each at the issue price of 100%. Substantially all of the proceeds of the debt

offering have been applied to refmance existing debt or other fixed obligations. For a further discussion. see Note 9. under the heading "$800 million Private
Debt Ogering," of the Notes io the Consolidated Financial Statements in Item 8. of this Form 10-K.

On April 19, 2006, we enteicd into a series of amendments to our arrangements with General Motors pursuant to which we made a prepayment in the amount of
$237 million to General Motors io retire at a discount approximately $320 million of fixed payment obligations that would have come due in 2007. 2008 and

2009 under our distribution agreement with General Motors. For a further discussion. see Note 17, under the heading "GM Distribution Agreement" of the Notes

to the Consolidated Financial Statements in Item 8. of this Form 10-K.
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Contractual Obligations and Commercial Commitments — We are obligated to make significant payments under a variety of contracts and other commercial

arrangements. including the following:

Lease obligations — We have noncancelable operating leases for terrestrial repeater sites, office space. and soIIware and noncancelable capital leases

for equipment that expire over the next fifteen years. For a further discussion of leases, see Notes 17 and 20 of the Notes io the Consolidated Financial

Statements in Item 8. of this Form 10-K.

Custo&ner Semice Proiiders — We have entered into agreements with service providers for customer care functions to subscribers of our service.

Employees of these service providers have access to our customer care systems to establish customei accounts. activate radios. update program and

account information and respond to general inquiries from subscribers. We pay an hourly rate for each customer care represeniative supporting our

subscribers. During ihe years ended December 31, 2006, 2005 and 2004, we incurred $50.7 million. $29.7 million, and $21.5 million, respectively, in

relation to services provided for customer care functions.

Programming Agreen&ents — We have also entered into various long-term programming agreements. Under the terms of these agreements. we are

obligated to provide payments to other entities that may include fixed payments. advertising commitments and revenue sharing arrangements. During

the years ended December 31, 2006, 2005 and 2004, we incurred expenses of $ 158.0 million, $90.8 million and $26.5 million, respectively. in relation

to these agreements. The amount of these costs will vary in future years, but is expected to increase next year as the full year impact of new 2006

contracts are recognized and as new contracts are added in 2007. The amount of future costs related to these agreements cannot be estimated, but are

expected to be substantial. Of these amounts, $ 16.1 million, $5.6 million and $ 1.5 million, are included in Revenue Share & Royalties. and $ 17.5

million. $ 10.2 million, and $ 10.2 million, are included in Advertising & Marketing durine the years ended December 31, 2006, 2005 and 2004,

respectively.

Major League Baseball — The Company has a multi-year agreement with Major League Baseball to broadcast MLB games live nationwide and

those payments are included in the above disclosure of our commitments. The Company paid $50 million I'r the 2005 season. $60 million (which

included $ 10 million paid in October 2004) for the 2006 season and will pay $60 million per year thereafter through 2012. MLB has the option to

extend the agreement for the 2013, 2014 and 2015 seasons at the same $60 million annual compensation rate. The Company will also make incentive

payments to MLB for XM subscribers obtained through MLB and baseball club veritiable promotional programs. No stock or warrants were included

in this agreement. The agreement requires the Company to deposit $ 120 million into escrow or furnish other credit support in such amount. In July
2006. the Company furnished a $ 120 million surety bond to MLB as part of an amendment to the agreement with MLB that permitted the Company
to provide various types of credit support in lieu of its $ 120 migion escrow deposit requirement.

Rovaln. Agreements — We have entered into fixed and variable revenue share payment agreements with performance rights organizations tliat

generally expire at the end of2006. During the years ended December 31, 2006. 2005 and 2004, we incurred expenses of $37.5 million, $22.0 million

and $ 13.7 million. respectively, in relation to these agreements. For a further discussion of license fees for music rights. see above under the heading
"Risk Factors — II&s must maintain andpaJ licensefeesfor music rights, and M&s may have disputes with copyright holders ".

hfarketing tf; Disndbution Agreements — We have entered into various joint sales. marketing and distribution agreements. Under the terms of these

agreements. we are obligated to provide incentives, subsidies and commissions to oiher entities thai may include fixed payments. per unit radio and

subscriber amounts and revenue sharing arrangements. We subsidize the manufacture of certain component paris ofXM radios in order to provide
attractive pricing to our customers. The subsidies are generally charged to expense when the radios are activated with XM service. The amount of
these operational, promotional, subscriber acquisition, joint development, and manufacturing costs related to these agreements cannot be estimated,
but are expected io be substantial future costs. During the years ended December 31. 2006, 2005 and 2004, we incurred expenses of $ 176.4 million,

$ 198.8 million and $94.5 million, respectively, in relation to these agreements, excluding expenses related io GM.

General A1otors Dis&ri butio&i Agreement — We have a long-tenn distribution agreemen( with General Motors. The agreement had been assigned by

GM to its subsidiary OnStar, but was assigned back to GM in June 2006. During the term of the agreement, which expires twelve years from the

commencement date of our commercial operations in 2001. GM has agreed to distribute the service to the exclusion of other S-band satellite digital

radio services. The agreement was amended in June 2002 and January 2003 to clarify certain terms in the agreement. including extending the dates
when certain initial payments were due to GM and confirming the date of our commencement ofcommercial operations, and to provide that we could

make certain payments to GM in shares of our Class A
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common stock. Our total cash payment obligations were not increased. Under the distribution agreement. we are required to make a subscriber

acquisition payment to GM for each person who becomes and remains an XM subscriber through the purchase of a GM vehicle.

ln April 2006, we amended the distribution agreement pursuant to which we made a prepayment in May 2006 in the amount of'$237 million to

General Motors to retire at a discount approximately $320 million of the remaining fixed payment obligations that would have come due in 2007,

2008, and 2009. The April 2006 amendments eliminated our ability to make up to $35 million of subscriber acquisition payments in shares of our

Class A common stock. In addition. our credit facility with General Motors was increased from $ 100 million to $ 150 million. The facility will

terminate, and all draws will become due. upon the earlier of December 31 2009 and six months aAer the Company achieves investment grade

status. The amendments also provide that the security arrangements on the GM facility will be unsecured until the first draw under the new credit

facility and then secured on a second priority basis behind the secured indebtedness permitted to be incurred under the new credit facility. As of

December 31. 2006, we have $26.0 miHion of current prepaid expense to related party and $ 149.6 million of non-current prepaid expense to related

party in connection with the guaranieed fixed payments, as the result of a prepayment of $237 million to GM in May 2006.

ln order to encourage the broad installation of XM radios in GM vehicles. we have agreed to subsidize a portion of the cost of XM radios, and to

make incentive payments to GM when the owners ofGM vehicles with installed XM radios become subscribers to our service. We must also share

with GM a percentaae oi'the subscription revenue attributable to GM vehicles with installed XM radios, which percentage increases until there are

more than eight million GM vehicles with installed XM radios (at which point the percentage remains constant). Accordingly. the revenue share

expense is recognized as the related subscription revenue is earned. As of December 31. 2006, we have $40.9 million of current prepaid expense to

related party and $ 11.1 million ofnon-current prepaid expense to related party in connection with this revenue sharing arrangement. As patt of the

agreement, GM provides certain call-center related services directly to XM subscribers who are also GM customers for which we must reimburse

GM. The agreement is subject to renegotiation at any time based upon the installation of radios that are compatible with a common receiver platform

or capable of receiving Sirius Satellite Radio's service. The agreement was subject to renegotiation if as of November 2005, and will be subject to

renegotiation at two-year intervals thereafter. if GM did or does not achieve and maintain specified installation levels of GM vehicles capable of
receiving our service. The specified installation level of 1.240.000 units by November 2005 was achieved in 2004. The specified installation levels

in future years are the lesser of 600.000 units per year or amounts proportionate to target market shares in the satellite digital radio service market.

There can be no assurances as to the outcome of any such renegotiations. GM's exclusivity obligations will discontinue if, by November 2007 and at

two-year intervals therea(ter. we fail to achieve and maintain specified minimum market share levels in the satellite digital radio service market. We

were significantly exceeding the minimum levels at December 31, 2006. For ihe years ended December 31, 2006. 2005 and 2004. we incurred total

costs of $224.2 million. $206.1 million and $ 159.4 million, respectively, under the distribution agreement.

SrireI1ire Conrracrs — The Company successfully launched its fourth satelliie ("XM-4") into geosynchronous transfer orbit on October 30, 2006.

Following positioning in geostationary orbit and extensive in-orbit testing, the handover of XM-4 occurred in December 2006. The Company entered

into a sale leaseback transaction for thc transponders on XM-4 in February 2007. Under our existing satellite construction and launch contracts.

remaining costs (or the construction and launch of XM-4 and (he construction ofXM-5 are expected to be approximately $ 100 million in 2007 and

$41 million in 2008. Additionally, we have paid $ 15 million in January 2007 representing a deferral of XM-3 construction costs. These costs exclude

financing charges on certain amounts deferred prior to launch, in-orbit performance incentives and launch insurance. Our contractual agreements for

our satellites are more fully described in Note 17 of the Notes io the Consolidated Financial Statements in Item 8. of this Form 10-K under the

heading "Sare1lgc St stem."

Long-term rfebr — For a further discussion of long-term debt. see Note 9 of the Notes to the Consolidated Financial Statements in Item 8. of this

Form 10-.K. Based on the various terms of our long-term debt, our ability to redeem any long-term debt is limited. We have and may continue to

take advantage of opportunities to reduce our level of indebtedness in exchange for issuing equity securities, if these transactions can be completed on

favorable terms.
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The following table represents our cash contractual obligations as of December 31. 2006:

Payments Due by Period

20U7 20UU 2000 2(il 0 2U] l

2(ll 2 and

Beyond Total

(in thotitendsj
Long-term debtflk).(o) „,

Major League Basebai) agreement(si

Satellites(&)

Other operating agreements(&)

Operating )ease obligations

$ 14,487
60,000

] 15,189
101,707
.18,624

$ I),505 8438,554 ':i3/39
60,000 60,000 60,000

40,712
94,443 68,545 38.285
'I 6+07 Hi 427: i., 8 3,618

$ 8,'097,

60,000

35,250
3.622

$ 829,655,' $ I'+05,837

60.000 360,000
155,901

71,333 409.563
4.512: 73,300

Totat $ 309,997 $'223,167 '; $583,526. S'jl:5,442 $ )06,969 $ 965+00 '2@04,'608

( I I The above amounts do not include mterest. which in some cases is varinble in amount.

(2) The above amounts do noi include the eiyects of our sale-leaseback transaction. consummated in Februury 2007, as further discussed in Note 20 of ihe Notes to the Consolidated Financial

Statements in hem g. o(this Foun 10-K.
(3) Lxcludes up to S lao million payable in the event Major League Baseball 0 (-MLB") exercises its option to extend the Agreement by up to three additional years.

(oi Excludes financing charges in-orbit incentives and launch insurance.

(5) Other operating agreements include progmtnming. marketing and royalty agreements.

The long-term debt payments due in 2009 include the maturity of our $400.0 million aggregate principal amount at maturity of 1.75% Convertible Senior Notes

due 2009. The long-term debt payments due in 2011 include the maturity of our remaining outstanding $6.0 million of mortgage loan to finance the purchase of

our headquarters data center. The long-term debt payments due in 2012 and beyond include the maturity of our $600.0 million aggregate principal amount at

maturity of 9 75% Senior Notes due 2014, the maturity of our $200 0 million aggregate principal amount at maturity ofSenior Floating Notes due 2013 and the

remaining outstanding $29.7 million of mortgage loan to finance the purchase of our headquarters facility.

Related Party Transactions

For 0 discussion of related pariy transactions. see Note 14 of the Notes to the Consolidated Financial Statements in item 8. of this Form IG-K.

Critical Accounting Estimates

The Consolidated Financial Statements are prepared in accordance with accounting principles generally accepted in the United States ofAmerica. As such, we

are required to make certain estimates, judgments and assumptions that we believe are reasonable based upon the information available. These estimates and

assumptions a(feet the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during

the periods presented. Critical accounting estimates are those estimates and assumptions that may be material due to the levels oi'subjectivity and judgment

necessary to account for highly unccnain matters or the susceptibi1)ty of such matters to change. Senior management has discussed with the audit committee of

the board oi'directors the development and selection of estimates and assumptions for the following:

Usefui Life oj'Sarellfres und Spucecraft Control Fac(7iries — Following the launches ofXM-I and XM-2, we extended iheir expected useful lives

from the initial design liie 15 years to 17.5 years based upon updated technical estimates from our satellite provider. Subsequently, based on

degradation trends. we adjusied the estimated useful life of XM-I and XM-2 down through the first quarter of2008 or to approximate)y 6.75 years

from launch. We continue to monitor the situation and may need to re-adjust the estimated useful lives ofXM-I and XM-2 based on future

information. Prior lo the completion of its construction, XM-3 was modified to correct the solar array degrada(ion issues experienced by XM- I and

XM-2, was launched in February 2005, and is being depreciated over a useful life of 15 years. On February 13. 2007. the Company entered into a

sale-leaseback transaction with respect to the transponders on the XM-4 satellite, which was launched in October 2006 and placed into service

during December 2006. A( December 31i 2006, the combined carrying value ofXM-I, XM-2, XM-3 and XM-4 is $549.8 million. We are not

recording an impairment at this time. due to our Iorecasted cash flows (which are suAicient to recover the system assets); however. should we reduce

or not meet our forecasted cash flows or reduce furlher the estimated useful lives of the satellites, we may be required (o record an impairment (which

may be substantial) at that time. Impairment. if any. would be calculated as the amount by which the carrying value of the assets exceeds
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the fair value of'the assets. We have not adjusted the estimated useful lives of our spacecraft control facilities, as we believe that these facilities will

continue to be used in our XM system. A significant decrease in the estimated useful life of our satellites and spacecraft control facilities could have a

material adverse impact on our operating results in the period in which the estimate is revised and in subsequent periods.

OARS License — We determined that our DARS license was an intangible asset having an indefinite useful life. While the DARS license has a

renev;able eight—year term, we believe that the administrative fees necessary to renew the license are expected to be de minimis compared to the

initial fee to obtain the license. and v;e have met all ol'he established milestones specified in the DARS license agreement. We also anticipate no

difficulties in rcncv;ing the license as long as v;e continue to adhere to the various regulatory requirements established in ihe license grant. Although

we face competition from a variety of sources, we do not believe that the risk of the technology becoming obsolete or that a decrease in demand for

the DARS service is significant. Further, we believe that our license is comparable with the licenses granted to other broadcasters. v'hich are also

classified as indefinite lived intangible assets. We understand that there continues to be deliberations concerning the application of'his standard

regarding the effect of the costs to renew FCC licenses. Our application of this standard could change depending upon the results of these

deliberations.

Rebares — We estimate and record reserves related to various promotional activities that include rebates to retailer and end—users related to XM

radios and accessories. An incentive given to a retailer or end—user related to the sale of an XM radio or accessory for which there is no direct revenue

to XM or contingency attached to subscribe to our service is accounted for as an expense. Our reserves for retailer and end—user rebates are estimated

based on the terms and conditions of the promotional programs. actual sales during the promotion, amount of actual redemptions received, historical

redemption trends by product and by type of promotional program. and the value of the rebate. We also consider current market conditions and

economic trends v;hen estimating our reserves for rebates. If we made different estimates, material differences may result in the amount and timing of

our expenses for any period presented.

Recent Accounting Pronouncements

For a discussion of recently issued accounting pronouncements. see Note 2 of the Notes to the Consolidated Financial Statements in Item 8. of this Form 10—K.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Fair Value ofFinanciril Jnsnanncnrs — The carrying value of the following financial instruments approximates fair value because of their short maturities: cash

and cash equivalents, accounts receivable, due I'rom related parties, accounts payable. accrued expenses. accrued satellite liability, due to related parties and

restricted investments.

The estimated fair value of our long-term debt is determined by discounting the future cash flows of each instrument ai rates currently of'fered to the Company

for similar debt instruments ol'comparable maturities by the Company "s bankers or quoted market prices at the reporting date for the traded debt securities. As of

December 31, 2006, the carrying value of our long-term debt was $ 1,300 million, compared io an estimated fair value of $ 1,364 million. The estimated fair

value of our long-term debt is not necessarily indicative of the amount which could be realized in a current market exchange.

Interest Rale Ris/ — At December 31, 2006, we had approximately $ 1,300 million of total debt, of which $ 1.100 million was fixed-rate debt and $ 200 million

v as variable-rate debt. Under our current policies, we do not use interest rate derivative instruments to manage our exposure to interest rate fluctuations, An

increase of 100 basis points in the interest raie applicable to the $200 million of variable-rate debt at December 31, 2006 would result in an increase of
approximately $ 2 million in our annual interest expense. We believe that our exposure to interest rate risk is not material to our results of operations.

I'fEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The Consolidated Financial Statements of XM Satellite Radio I-loldings inc., including Consolidated Balance Sheets as of'December 31, 2006 and 2005, and

Consolidated Statements of Operations, Consolidated Statements of Stockholders Equity (Deficit) and Consolidated Statements of'Cash Flows for the
three-year period ended December 31, 2006 and Notes to the Consolidated Financial Statements, and Consolidated Financial Statement Schedule together with

reports thereon ofKPMG LLP. dated March I, 2007, are attached hereto as pages F-I through F-59.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS Ah!D PROCEDURES

Disclosure Controls and Procedures

Our management. including our Chief Executive Officer and Chief Financial OAicer. has evaluated the effectiveness of our disclosure controls and procedures as

of the end of the period covered by this report. Based upon that evaluation. our Chief Executive Officer and Chief Financial Officer concluded that these

disclosure controls and procedures are effective. During the three months ended December 31. 2006. no changes were made in our internal control over financial

reporting that have materially affected. or are reasonably likely to materially affect. our internal control over financial reporting.

lvianagetnent'sAnnual Report on internal Control over Financial Reporting

Our management is responsible for the preparation and fair presentation of the financial statements and other financial information contained in this Form I O-K.

Management is also responsible for establishing and maintaining adequate internal control over financial reporting. Management maintains a system of internal

controls intended to provide r asonable assurances regarding the reliability of financial reporting and the preparation of our financial statements in accordance

with generally accepted accounting principles. Because of its inherent limitations. internal control over financial reporting may not prevent or detect

misstatements.

Our accounting policies and internal controls over financial reporting, established and maintained by management, are under the general oversight of the Audit

Committee of our Board of Directors.

Management has made a comprehensive review, evaluation and assessment of our internal control over financial reporting as of December 31, 2006. The

standard measures adopted by management in making its evaluation are the measures in the Integrated Framework published by the Committee of Sponsoring

Organizations of the Treadivay Commission (the COSO Framework).

Based upon review and evaluation, our management has concluded that our internal control over financial reporting is effective at December 31, 2006 and that

there were no material weaknesses in our internal control over financial reporting as oi'that date.

KPMG LLP, an independent registered public accounting firm. which has audited and reported on the Consolidated Financial Statements contained in this Form

10-K. has issued its written attestation report on management's assessment of our internal control over financial reporting, which follows this report.

Attestanon Report ofthe Re istered Public Accounting Firm

Please see page F-3 of our Financial Statements included herein.
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ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information is incorporated herein by reference to our definitive 2007 Proxy Statement.

ITEM 11. EXECUTIVE COMPENSATION

The information is incorporated herein by reference to our definitive 2007 Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS

The information is incorporated herein by reference to our deiinitive 2007 Proxy Statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information is incorporated herein by reference to our definitive 2007 Proxy Statement.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information is incorporated herein by reference to our definitive 2007 Proxy Statement.
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ITEM 15. EXHIBITS AND CONSOLIDATED FINANCIAL STATEMENT SCHEDULES

(a)(1) The following Consolidated Financial Statements and reports of independent registered public accounting firm for XM Satellite Radio Holdings Inc. are

included in Item 8. of this Form 10-K:

Reports of independent Registered Public Accounting Firm.

Consolidated Statements of Operations for the years ended December 31. 2006. 2005 and 2004.

Consolidated Balance Sheets as of December 31. 2006 and 2005.

Consolidated Statements of Cash Flows for the years ended December 31. 2006, 2005 and 2004.

Consolidated Statements of Stockholders'quity (Deficit) for the years ended December 31, 2006, 2005 and 2004.

(a)(2) The following Consolidated Financial Statement Schedule is filed as part of this report and attached hereto as page F-59:

Schedule ll — Valuation and Qualifying Accounts.

All other schedules for which provision is made in the applicable accounting regulations of the Commission have been included in the Consolidated Financial

Statements of XM Satellite Radio Holdings Inc. or the notes thereto. are not required under ihe related instructions or are inapplicable, and therefore have been

omitted.

(a)(3) The following exhibits are either provided with this Form 10-K or are incorporated herein by reference:

Exhibit

No. Description

AIL

2.1

3 IA

3.2

3.3

3.6

4.1

42

4.3

Agreement and Plan of Merger. dated as of February 19, 2007, by and among Sirius Satellite Radio lnc., Vernon Merger Corporation and XM

Satellite Radio Holdings inc. (incorporated by reference to XM's Current Report on Form 8-K filed on February 21, 2007).

Restated Certificate of incorporation of XM Satellite Radio Holdings Inc.

Amended and Restated Bylaws ofXM Satellite Radio Holdings Inc. (incorporated by reference io XM's Current Report on Form 8-K filed on

December 19, 2006).

Restaied Certificate ol'Incorporation ofXM Satellite Radio inc. (incorporated by reference to XM's Registration Statement on Form S-4, File No,

333-39178).

Amended and Restaied Bylaws ofXM Satellite Radio Inc. (incorporated by reference to XM's Registration Statement on Form S-4, File No.
333-39178).

Certificate of A'mendment of Restated Certificate of incorporation ofXM Satellite Radio Holdings Inc. (incorporated by reference to Amendment

No. I to XM s Registration Statetnent on Form $-3. File No. 333-89132'I.

Certificate of Amendmeni of Restated Certificate ol'Incorporation ofXM Satellite Radio Holdings Inc. (incorporated by reference to XM's Annual

Repori on Form 10-K for the year ended December 31, 2002).

Form of Certificate for XM's Class A common stock (incorporated by reference to Exhibit 3 to XM's Registration Statement on Form 8-A filed on

September 23, 1999).

Warrant Agreement. dated March 15. 2000, between XM Satellite Radio Holdings Inc. as Issuer and United States Trust Company ofNew York as

Warrant Ageni (incorporated by reference to XM's Registration Statement on Form S-1. File No. 333-39176).

Warrant Registration Rights Agreement. dated March 15, 2000. between XM Satellite Radio Holdings Inc. and Bear, Stearns & Co., Inc.,
Donaldson. Lufkin and Jenrette Securities Corporation, Salomon Smith Barney lnc. and Lehman Brothers Inc. (incorporsted by reference to XM's

Registration Statement on Form B-l. File No. 333-39176).

Form of Warmnt (incorporated by reference to XM's Registration Statement on Form S-l, File No. 333-39176).
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4.5

4.10

4.1 I

4.13

4.14

4.15

4.16

4.17

4.18

4.19

420

Rights Agreement. dated as ofAugust 2. 2002. between XM and Equiserve Trust Company as Rights Agent (incorporated by reference to XM's

Current Report on Form 8-K filed on August 2. 2002).

Security Agreement, dated as of January 28. 2003, among XM Satellite Radio Inc., XM Satellite Radio Holdings lnc., XM Equipment Leasing LLC,

and The Bank of New York. as trustee {incorporated by reference io XM's Current Report on Form 8-K filed on January 29. 2003).

Amended and Restated Security Agreement, dated as of Januar) 28. 2003. between XM Satellite Radio Inc. and The Bank ofNew York

(incorporated by reference to XM s Current Report on Form 8-K filed on January 29. 2003).

Intercreditor and Collateral Agency Agreement (General Security Agreement), dated as of January 28, 2003, by and among the noteholders named

therein. The Bank of Ncw York. as trustee. General Motors Corporation, OnStar Corporation and The Bank of New York, as collateral agent

(incorporated bv reference to XM s Current Report on Form 8-K filed on January 29. 2003).

Intercreditor and Collateral Agency Agreement (FCC License Subsidiary Pledge Agreement), dated as of January 28, 2003, by and among the

noteholders named therein, The Bank ofNew York, as trustee, General Motors Corporation. OnStar Corporation and The Bank ofNew York, as

collateral agent (incorporated by reference to XM s Current Report on Form 8-K filed on January 29, 2003).

Warrant Agreement. dated as of January 28, 2003. between XM Satellite Radio Holdings Inc. and The Bank of New York (incorporated by
reference to XM's Current Report on Form 8-K filed on January 29. 2003).

Amended and Restated Amendment No. I to Rights Agreement, dated as of January 22, 2003, by and among XM Satellite Radio Holdings Inc. and

Equiserve Trust Company, N.A. (incorporated by reference to XM's Current Report on Form 8-K filed on January 29, 2003).

Form of 109'u Senior Secured Discount Convertible Note due 2009 (incorporated by reference to XM's Current Report on Form 8-K hied on

January 29, 2003).

Global Common Stock Purchase Warrant (incorporated by rei'erence io XM's Current Report on Form 8-K filed on January 29. 2003).

First Amendment to Security Agreement. dated as of June I u 2003. by and among XM Satellite Radio Inc., XM Satellite Radio Holdings lnc.. XM

Equipment Leasing LLC and The Bank of New York (incorporated by reference to XM's Registration Statement on Form S-4, File No.
333-106823).

Warrant to purchase XM Satellite Radio Holdings lnc. Class A Common Stock, dated July 31, 2003, issued to Boeing Satellite Systems
International. Inc. {incorporated by reference to XM's Quarterly Report on Form 10-Q for the quarter ended June 30, 2003').

Amendment No. 2 io Rights Agreement between XM Satellite Radio Holdings lnc. and Equiserve Trust Company, NA. (incorporated by reference

to XM's Currem Report on Form 8-K filed on April 21, 2004).

Indenture, dated as o{'November 23. 2004, between XM Satellite Radio Holdings Inc. and the Bank ofNew York, as trustee {incorporated by
reference to XM's Current Report on Form 8-K filed on November 23, 2004),

Registration Rights Agreement. dated as ofNovember 23. 2004. between XM Satellite Radio Holdings Inc. and Bear, Steams dt Co. Inc.
(incorporated by reference to XM's Current Report on Form 8-K filed on November 23. 2004).

Form of ].76"iu Senior Convertible Note Due 2009 (incorporated by reference to XM s Current Report on Form 8-K filed on November 23, 2004).

Amendment No. 3. dated as of February 19. 2007, to the Rights AgreemenL dated as ofAugust 2, 2002, between XM Satellite Radio Holdings inc.

and Computershare Investor Services. LLC. as successor rights agent to Equiserve Trust Company, N.A. (incorporated by reference to XM s

Current Report on Form 8-K filed on February 21. 2007).
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10.1u

10.2

10 3r.

10.4*

105

10.6

10.7"

10.8

109

10.10u

10 11"

10.12u

10.13

10.14

I O. I 5u

10.16u

10.17

10.18

Third Amended and Restated Shareholders and Noteholders Agreemeni. dated as of June 16, 2003, by and among XM Satellite Radio Holdings

Inc. and certain shareholders snd noteholders named therein (incorporated by reference to XM's Quarterly Report on Form 10-Q for the quarter

ended June 30. 2003).

Second Amended and Restated Registration Rights AereemenL dated as of January 28, 2003, by and among XM Satellite Radio Holdings Inc. and

certain shareholders and noteholders named therein (incorporated by reference to XM's Current Report on Form 8-K filed with the SEC on

January 29. 2003).

Technology Licensing Agreement by and among XM Satellite Radio lnc., XM Satellite Radio Holdings Inc., WorldSpsce Management

Corporation and American Mobile Satellite Corporation, dated as of January I, 1998, amended by Amendment No. I to Technology Licensing

Agreement. dated June 7. 1999.

Second Amended and Restated Distribution Agreement, dated as of January 28. 2003, by snd among XM Satellite Radio Holdings Inc., XM

Satellite Radio Inc. and OnStar Corporation. a division of General Motors Corporation (incorporated by reference to XM's Current Report on

Form 8-K filed on January 29. 2003).

Form of Indemnification Agreement between XM Satellite Radio Holdings lnc. and each of its directors and executive officers.

1998 Shares Award Plan (incorporaied by reference to XM's Registration Statement on Form S-8, File No. 333-106827).

Form of Employee Non-Qualified Stock Option Agreement.

Employee Siock Purchase Plan (incorporated by reference to XM's Registration Statement on Form S-8, File No. 333-106827).

Non-Qualified Stock Option Agreement between Gary Parsons and XM Satellite Radio Holdings Inc.. dated July 16, 1999.

Non-Qualified Stock Option Agreemeni between Hugh Panero and XM Satellite Radio Holdings Inc., dated July 1. 1998, as amended.

Form of Director Non-Qualified Stock Option Agreement.

Joint Development Agreement, dated February 16, 2000. between XM Satellite Radio lnc. and Sirius Satellite Radio Inc. (incorporated by
reference to XM's qusnerly report on Form 10-Q lor the quarter ended March 31, 2000).

XM Satellite Radio Holdings Inc. Talent Option Plan (incorporated by reference to XM's Registration Statement on Form S-g, File No.
333-65022).

Assignment and Novation Agreement. dated as of December 5. 2001, between Holdings. XM Satellite Radio Inc. and Boeing Satellite Systems
International Inc. (incorporated by reference to XM's Current Report on Form 8-K filed on December 6, 2001).

Third Amended and Restated Satellite Purchase Contract for In-Orbit Delivery. dated as of May 15, 2001, between XM Satellite Radio Inc. and

Boeing Satellite Systems International Inc. (incorporated by reference to Amendment No. I to XM's Registration Statement on Form S-3, File

No. 333-89132).

Amendment to the Satellite Purchase Contract for In-Orbit Delivery. dated as of December 5. 2001, between XM Satellite Radio Inc. and Boeing

Satellite Systems International Inc. (incorporated by reference to Holdings'urrent Report on Form 8-K filed on December 6, 2001).

Amended and Restated Note Purchase Agreement, dated as of June 16, 2003, by and among XM Satellite Radio Inc., XM Satellite Radio
Holdings Inc. and certain investors named therein (incorporated by reference to XM s Quarterly Report on Form 10-Q for the quarter ended June

30, 2003).

Amendment No. I to Note Purchase Agreement, dated as of January 28, 2003, by and among XM Satellite Radio Inc., XM Satellite Radio

Holdings Inc. and certain investors named therein (incorporated by reference to XM's Current Report on Form 8-K filed on January 29, 2003).
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10.19

1021

)0.22

10.23

10.24e

10.25*

10.26e

1027

10.28

10.29

10.30

)0.35

10.36

Amended and Restated Director Designation Agreement. dated ss ofFebruary I, 2003, by and among XM Satellite Radio Holdings Inc. snd the

shareholders and noieholders named therein (incorporated by reference to XM's Quarterly Report on Form 10-Q for the quarter ended March 31,

2003).

GMrDIRECTV Director Designation Agreement. dated as of January 28, 2003. among XM Satellite Radio Holdings Inc., General Motors

Corporation and D)RECTV Enterprises LLC (incorporated by reference to XM s Current Report on Form 8-K filed on January 29. 2003).

Amended and Restated Assignment and Use Agreement. dated as of January 28, 2003. between XM Satellite Radio Inc. and XM Radio lnc.

(incorporated by reference io XM's Current Report on Form 8-K filed on January 29, 2003).

Credit Agreement. dated as of January 28. 2003. among XM Satellite Radio Inc.. as a borrower. and XM Satellite Radio Holdings Inc., as a

borrower. and General Motors Corporation, as lender (incorporated by reference to XM's Current Report on Form 8-K filed with the SEC on

January 29. 2003').

Form of2003 Executive Stock Option Agreement (incorporated by reference to XM's Quarterly Repon on Form 10~ for the quarter ended

March 31, 2003).

Amended and Restated Amendment to the Satellite Purchase Contract I'or ln-Orbit Delivery. dated May 2003, by and between XM Satellite Radio

Inc. and XM Sstelliic Radio Holdings Inc. and Boeing Satellite Systems International, inc. (incorporaied by reference to XM's Quarterly Report

on Form 10-Q for the quarter ended June 30 2003).

July 2003 Amendment to the Satellite Purchase Contract for In-Orbit Delivery. dated July 31, 2003, by and between XM Satellite Radio Inc. and

XM Satellite Radio Holdings Inc. and Boeing Satellite Systems International, )nc. (incorporated by reference to XM's Quarierly Report on Form

10-Q for ihe quarter ended June 30. 2003).

Contract for Launch Services. dated August 5. 2003. between Sea Launch Limited Partnership and XM Satellite Radio Holdings Inc.

(incorporated by reference to XM s Quarterly Report on Form 10-Q for the quarter ended June 30, 2003).

Amendmeni No. I to Amended and Restated Director Designation Agreement, dated as of September 9, 2003, by and among XM Satellite Radio

Holdings lnc. and the shareholders snd noteholders named therein (incorporated by rei'erence to XM's Quarterly Report in Form 10-Q for the

quarter ended September 30. 2003).

December 2003 Amendment to thc Satellite Purchase Contract t'or ln-Orbit Delivery, doted December 19, 2003, by and between XM Satellite

Radio Inc. snd XM Satelliie Radio Holdings lnc. and Boeing Satellite Systems International, Inc. (incorporated by reference to XM's Annual

Report on Form 10-K for the year ended December 31. 2003).

First Amendment io Credit Asreement. dated January 13, 2004, by and between XM Satellite Radio Inc.. XM Satellite Radio I-Ioldings Inc. and

General Motors Corporation (incorporated by reference to XM's Annual Report on Form 10-K for the year ended December 31, 2003).

First Amendment to Second Amended and Restated Distribution Agreement, dated as of January 13, 2004, by and among OnStar Corporation,
XM Satellite Radio Holdings lnc.. and XM Satellite Radio Inc. (incorporated by reference to XM's Annual Report on Form 10-K for the year
ended December 31, 2003).

Form ofAmendment to Third Amended and Restated Shareholders and Noteholders Agreement, dated as ofJanuary 13, 2004, by and among XM

Satellite Radio Holdings lnc. and the parties thereto (incorporated by reference to XM's Annual Report on Form 10-K for the year ended
December 31. 2003).

Form of Employment Agreement. dated as ofAugust 6, 2004, between XM Satellite Radio Holdings inc. and XM Satellite Radio lnc., and Gary
Parsons (incorporated by reference to XM's Quarterly Report on Form 10-Q for the quarier ended June 30, 2004).

Form of Employment Agreement. dated as ofAugust 6. 2004. between XM Satellite Radio Holdings Inc. and XM Satellite Radio Inc., and Huge

Panero (incorporated bv reference to XM's Quarterly Report on Form 10-Q for the quarter ended June 30. 2004).
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10.38

] 0.40

I 0.4 I

10.42

10.43

]0.44

10.45

10.46

10.47

10.48

]0 49

10.50

] 0.5]

10.52

I (i ceno

Form of 2004 Non—Qualified Stock Option Agreement (incorporated by reference to XM's Quarterly Report on Form 10—Q for the quarter

ended June 30. 2004').

Form of Restricted Stock Agreement for executive officers (incorporated by reference to XM's Quarterly Report on Form 10—Q for the quarter

ended March 3]. 2005').

Employment Agreement, dated as of July 20, 2006, between XM Satellite Radio Holdings Inc. and XM Satellite Radio lnc. and Nathaniel A.

Davis. (incorporated by reference to XM's Current Report on Form 8-K filed July 24, 2006).

Indenture. dated as of lv1ay ]. 2006. by and among XM Satellite Radio ]Holdings Inc.. XM Satellite Radio lnc. and The Bank of New York, as

trustee, relating to the 9.75oi! Senior Notes due 2014 (incorporated by reference to XM's Current Report on Form 8-K filed May 5. 2006).

Indenture. daicd as of ]v1ay l. 2006, by and among XM Satellite Radio Holdings lnc.. XM Satellite Radio lnc. and The Bank of New York. as

trustee, relating to the Senior Floating Rate Notes due 2013 (incorporated by reference to XM's Current Report on Form 8— K filed May 5, 2006).

Form of 'J.75".''o Senior Note due 20]4 (incorporated by reference to XM's Current Report on Form 8— K filed May 5. 2006).

Form of Senior Floating Rate Note due 2013 (incorporated by reference to XM's Current Report on Form 8 — K filed May 5, 2006').

Second Amendment to Second Amended and Restated Distribution Agreement. dated as of April 19. 2006. by and among General Moiors

Corporation, OnSiar Corporation. XM Satellite Radio I-Ioldings lnc. and XM Satellite Radio Inc. (incorporated by reference to XM s Current

Report on Form 8 — K filed May 5. 2006.)

Third Amendment to Credit Agreement, dated as of April 19, 2006, by and among XM Satellite Radio Holdings Inc.. XM Satellite Radio inc.,

General Motors Corporation and OnStar Corporation (incorporated by rel'erence to XM's Current Report on Form 8 — K filed May 5, 2006.)

Credit Agreetnent. dated May 5, 2006. among XM Satellite Radio lnc., XM Satellite Radio Holdings Inc., the lenders party thereto..lPMorgan
Chase Bank. National Association. as Administrative Agent, Credit Suisse Securities (USA) LLC. as Syndication Agent. and Citigroup Global

Markets Inc.. as Documentation Agent (incorporated by reference to XM's Quarterly Report on Form 10—Q lor the quarter ended March 31,

2006).

Lease Agreemcnt, dated as of February 13,2007, by and between Wells Fargo Bank Northwest. as Owner Trustee, and XM Satellite Radio lnc.

(incorporated by reference to XM's Current Report on Form 8-K filed February ]4, 2007).

Participation Agreement, dated as of February 13, 2007, among XM Satellite Radio I-loldings Inc., Xh1 Satellite Radio Inc., Sate) lite Leasing

(702—41, LLC. as Owner Participant, Wells Fargo Bank Northv, est, as Owner Trustee and Lessor, and The Bank ot'New York. as Indenture

Trustee, and the note purchasers named therein (incorporated by ref'erence to XM's Current Report on Form 8 —K filed February ]4, 2007).

Transponder Purchase Agreement. dated as of February 13. 2007. by and between XM Satellite Radio Holdings Inc. and Wells Fargo Bank

Northvvesl in its capacity as Ov'ner Trustee (incorporated by reference to XM's Current Report on Form 8— K filed February 14. 2007).

Guaranty, dated as of Februaiy 13, 2007, made by XM Satellite Radio Holdings Inc., XM Equipment Leasing LLC and XM Radio Inc.

(incorporated by reference to XM's Current Report on Form 8—K filed February 14, 2007).

Indenture. dated as of February 13. 2007. between Wells Fargo Bank Northwest, as Owner Trustee, and The Bank of New York. as Indenture

Trustee (incorporaied by reference to XM's Current Report on Form 8—K filed February 14, 2007),

Form of 10" 8 senior secured note (incoiporated by reference to XM's Current Report on Form 8— K filed February 14. 2007).

Operational Assistance Agreement, dated as of June 7. 1999, between XM Satellite Radio lnc, and Clear Channel Communications. ]nc.
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21.1

31.1

31.2

3 1.3

3 1.4

32.1

xn '7

Subsidiaries of XM Satellite Radio Holdings lnc. (incorporated by reference to XM's Annual Report on Form 10-K for the year ended December

31, 2005).

Consent of Independent Registered Accounting Firm.

Certification pursuam to Section 302 of the Sarbanes-Oxiey Act of2002 (18 U.S.C. Section 13501.

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (18 V.S.C. Section 1350).

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of'2002 (18 U.S.C. Section 1350).

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350).

Written Statement of Chief Executive Of(leer and ChiefFinancial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of2002 (18 U.S.C.

Section 1350).

Written Statement of Chief Executive Officer and Chief Financial OAicer pursuant to Section 906 of'he Sarbanes-Oxley Act of 2002 (18 U.S.C.

Section 1350).

incorporated by refcrcnce to XM's Registration Statement on Form S-l, File No. 333-83619.

Pursuant to the Commission's Orders Granting Confidential Treatment under Rule 406 of the Securities Act of 1933 or Rule 24(b)-2 under the Securities

Exchange Act of 1934, certain confidential portions of this Exhibit were omitted by means of redacting a ponion of the text.

(b) Exhibits.

XM Satellite Radio Holdings Inc. hereby tiles as part of this Form 10-K the Exhibits listed in the Index to Exhibits.

(cl Consolidated Financial Statement Schedules.

The lollowing Consolidated Financial Statement Schedule is filed herewith:

Schedule 11 — Valuation and Qualifying Accounts.

Schedules not listed above have been omitted because they are inapplicable or the information required to be set forth therein is provided in the Consolidated

Financial Statements of XM Satellite Radio Holdings Inc. or accompanying Notes thereto.

64

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007



Table of Contents
S1GI4ATURES

Pursuant to the requirements oi Section 13 or 15(d) of the Securities Exchange Act of 1934. the Registrant has duly caused this report to be signed on its behalf

by thc undersigned, thereunto duly authorized.

XM SATELLITE RADIO HOLDINGS INC

/s! Huon PANCRO

Hugh Psneru
Chief Executive OHicer

Date: March l. 2007

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons in the capacities and on the

dates indicaled:

Signature Title Date

HL&GH p LNERO

Hugh Psnero

Chief Executive Officer and Director (Principal Executive
Officer)

March I, 2007

)osEFH ] EL'TENEGER

Joseph J. Euteneuer

Executive Vice President. Chief Financial Officer
(Principal Financial and Accounting OtTIcer)

March 1, 2007

/S/ GARY M PARSONS Chairman of the Board of Directors March I, 2007

Gary M. Pnrsons

hIATHANIEL A DAvis President. Chief Operating Officer and Director March I, 2007

Vtsthsntet A. Davis

loAN AMBLE Director March 1, 2007

Juan Amble

/s/ THGMAs 3 DGNGHDE Director March l. 2007

Thumas J. Dunohue

/s/ FDDY HARTENsTEIN Director March I, 2007

Eddy Hartenstein

CHESTER A HUBER JR Director March l. 2007

Chester A. Huber, Jr..

JOHN MENDEL Director March I, 2007

John Mendel

)ARL MOHN Direcior March I, 2007

J art stobn

JAcv SHAw Director March l. 2007

.lack Share

/s/ JEFFREY ZIENTS Director March I, 2007

Jeffrey Ztents
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf

by ihe undersigned, thereunto duly authorized.

XM SATELLITE RADIO ]NC

/S/ HUGH PANERO

Hugh Psnero
Chief Executive Oflicer

Date: Ivlarch I, 2007

Pursuant to the requirements of ihe Securities Exchange Act of 1934, this report has been signed below by the following persons in the capacities and on the

dates indicated:

Signature Title Dale

HUCIH P ANFRD

Hugh Psneru

Chief Executive Officer and Director (Principal Executive
OtTicer)

March I, 2007

JOSEPH J FUTENEUEII

Joseph,l. Eoteneuer

Executive Vice President. Chief Financial Officer
(Principal Financial and Accounting Ofticer)

March I, 2007

/SI ("ARY M PARsoNs Chairman of the Board oi'Directors March I, 2007

(:srl ht. Parsons

N &TH ANIEL A DAVis President, Chief Operating Officer and Director March I, 2007

Nathaniel A. Davis

/s/ JUAN AMBLE Director March 1. 2007

Juan Amble

/s/ 'fHDMAs J DONDHUE Director March 1. 2007

Thomas J. Dunohue

EOOY HARTCNSTFIN Director March I, 2007

Eddy Hnrtensteln

/s/ ( HESTER A HUBER JR Director March 1. 2007

Chester A. Huber, Jr.

/s/ JGHN MENDEL Director March I, 2007

Juhn Mendel

JARL MOHII Director March I, 2007

Jsrl Muhn

/g/ JAGR SHAu'irector March I. 2007

Jack Shear

/s/ J EFFREY ZIENTS Director March I, 2007

Jeffrey Zients

66

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007



Table of Contents
XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

INDEX TO CONSOLIDATED FINANClAL STATEMENTS AND
FINANCIAL STATEMENT SCHEDULES

Renorts of Indenendent Reeistered Public Accnuntins Firm

Consolidated Statements nf Oneratinns

Consolidated Balance Sheets

Consolidated Statements nl'Cash Flows

Consolidated Statements of'tockholders Eouitv (Deficit)

Notes to the Consolidated Financial Statements

Schedule II — Valuation and Oualifvins Accounts

F-I

F-o

F-4

F-6

F-8

F-10

F-12

F-59

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007



Table of Contents
Report of Independent Registered Public Accounting Firm

The Board of Directors
XM Satellite Radio Holdings Inc.:

We have audited the accompanying consolidated balance sheets ofXM Satellite Radio Holdings lnc. and subsidiaries as of December 31, 2006 and 2005. and the

related consolidated statements of operations, cash flows and stockholders'quity (deficit) for each of the years in the three-year period ended December 31,

2006. In connection with our audits of the consolidated financial statements, we also have audited the consolidated financial statement schedule presented as

Schedule II. These consolidated linanciul statements and financial statement schedule are the responsibility of the Company's management. Our responsibility is

to express an opinion on these consolidated financial statements and firmncial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we

plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining,

on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and

significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable

basis for our opinion.

In our opinion, the consolidated financial staiements referred to above present fairly, in all material respects. the financial position oi'XM Satellite Radio

I-loldings lnc. and subsidiaries as of December 31, 2006 and 2005, and the results of their operations and their cash flows for each of the years in the three-year

period ended December 31, 2006. in conformity with U.S. generally accepted accounting principles. Also in our opinion, the related consolidated financial

statement schedule. when considered in relation to the basic consolidated financial statements taken as a whole, present fairly, in all material respects, the

information set forth therein.

As discussed in Note 2 to the consolidated financial statements, effective )anuary l. 2006. the Company adopted the fair value method of accounting for

stock-based compensation as required by Statement of Financial Accounting Standards No. 123(R). Share-Based Pqvmenn

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (Uniied States), the etTectiveness of'XM Satellite

Radio Holdings lnc.'s internal control over financial reporting as of December 31, 2006, based on criteria established in Internal Connu/— Integrated

Framework issued by the Commitiee of Sponsoring Organizations of the Treadway Commission (COSOj. and our report dated March I, 2007 expressed an

unqualified opinion on management s assessment of, and the effective operation of. internal control over financial reporting.

/s/ KPMG LLP

McLean, VA
March 1. 2007

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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The Board of Directors and Stockholders
XM Satellite Radio Holdings inc.:

We have audited management s assessment, included in the accompanying Management's Annual Report on Internal Control Over Financial Reporting, that XM

Satellite Radio Holdings lnc. (the Company) maintained effective in(ernal control over financia) reporting as of December 31. 2006. based on criteria established

in In&em&rl Co&i&rol — In&eg& r»ed Frurnei& ork issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company s

management is responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal control over

fmancial reporting. Our responsibility is to express an opinion on management's assessment and an opinion on the effectiveness of the Company s internal

control over financial reporting based on our audiL

We conducted our audit in accordance with thc standards of the Public Company Accounting Oversight Board (United States). Those standards require that we

plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in all material

respects. Our audit inc)uded obtaining an understanding of internal control over financial reporting. evaluating management's assessment. testing and evaluating

thc design and operating effectiveness of internal control, and performing such other procedures as we considered necessary in the circumstances. We believe

that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed io provide reasonable assurance regarding the reliability of financial reporting and the

preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company's internal control over

financial reporting includes those policies and procedures that (I ) penain to the maintenance oi'records that. in reasonable detail. accurately and fairly reflect the

transactions and dispositions nf the assets of the company: (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of

ftnancia) statements in accordance with generally accepted accounting principles. and that receipts and expenditures of the company are being made only in

accordance with authorizations of management and directors of the company: and (3) provide reasonable assurance regarding prevention or timely detection of

unauthorized acquisition, use. or disposition of the company's assets that could have a material effect on the financia) statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. A)so, projections ofany evaluation of

effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions. or that the degree of compliance

with the policies or procedures may deteriorate.

ln our opinion, management's assessment that the Company maintained effective internal control over financial reporting as ol'December 31, 2006. is fairly

stated, in all material respects. based on criteria estab)ished in Internal Co»&rol — Inreg& a&ed F&.amev& ork issued by the Committee of Sponsoring Organizations

of the Treadway Commission (COSO). Also in our opinion, the Company maintained. in all material respects, effective internal control over financial reporting

as of December 3), 2006, based on criteria established in Ir»er»al Con&ro) — Integrated Fi.arne»& ork issued by the Committee of Sponsoring Organizations of the

Treadway Commission (COSO).

We also have audited. in accordance with the standards of the Public Company Accounting Oversight Board (United States). the consolidated balance sheets of

the Company and subsidiaries as of December 31, 2006 and 2005. and the related consolidated statements of operations. cash flows and stockholders equity

(deficit) for each of the years in the thre~ear period ended December 31, 2006, and our report dated March I. 2007 expressed an unqualified opinion on those

consolidated financial statements.

ls/ KPMG LLP

McLean, VA
March I, 2007

F-3
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XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

dn ll'Iollxnnds, excepl sinner vialper s17UI'e dvlvl

Revenue:
Subscription
Activation .,

"

Merchandise
"Net ad sales
Other

2000

$ 825.626
16,192
21,720
35.,330
34 549

2005

$ 502,612
10 066.
18,182

: 20,103
7 303

2t)04

5 220,468
: 4,8'14

7,261
8,485
3,415

Total rev'enue 933,417 558/66 244,443

Operating expenses:
Cost of revenue (excludes depreciation k amortization. shown below):

Revenue share.& royalties .

Customer care k. billing operations(I )

Cost:ofmerchandise
Ad sales())

Satellite k tetiestrial(!)
Broadcast k operations:

Bros'd'cast(''I)

Operations( I)

Total broadcast & operations
Programming & contentt I)

149,0.1;0

104 871
48,949
15,961
49,0:I'9

'3,049

'4,683

57,732
165,196

93',874

76.222

40,70.7'0,058

42,355

':I:6;609

24.,460

'1,069
101,008

50+76
40.887
.1:14557r

6,165
'5';922

10;:832

13,192

'4;024
32,704

Total cost of r'evenue
Research k development (excludes depreciation &

amortization, shown belov')( I)

General::i&':administrative.'(excindes. depreciation.&
amdrtization','shown:below)(l')

Marketing (excludes depreciation k amortization, shown below):
Retention & Supportt1)

Subsidies & distribution
Adv'ertising k:marketing

Markefing
Amortization of GM liability

590,738

37 428

88,626

31 842
241.601
147',640:

421,083 .

29.760

405„293

31.218

,:201,935

23,513

22'.275

'64,719

163;3:1 2

': '13,286
165,704

::

88;076'50,306

. ''267,066
37.250 37,250

''43,'86'4'': '8,'555:

Total marketing
Depreciation & amortization

Total operating expenses(t I

Opdiating.loss;

F—4

450,843.

'68,880

1,336,515

(403;098)

487,556
145,870

1,113,80 1.

.(555,535)

'3'04,316
147.165

7050484

(46 I,O'41)

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS — (Continued)

Years Ended December 31,

iin thous.tnds. cscehv shun una/p:r shore u'utuj

Other income (expense);
Interest income
Interest 'experis'e.

Loss from de-leveraging transactions
Loss from impairment ofinvestments
Equity in net loss of alTiliate
Qther income (expense)

Net loss before income taxes
Benefit from (provision for) deferred income taxes

Netloss.'25%

Series B.and C prefetsed stock dividend requirement
8.25% Series B preferred stock retirement loss
'8.25%'eriesiC,piefetred stock retirement loss

2006

21,664
(121:$04)
(122,189)
.(76/72)
(23.229)

5PA2

(718,886).
14

(718 8.72)

(6,1.27)
(755)

(5,938)

2005

23,586
() 07,791);

'27,552)

(482)
3/89 .

(664,385) .

(2,330)

;. (666,7'I'5) ..-

(8,597)

2004

6,239
,:, 't.. (4)5,757)

'76,621)

! . 2,1'29 ..

' (6l'5,05'1}
(27,317)

. ':„':(642,368);,

{8,802).

Net loss attributable to ctnnmon stoJehoidets . $ (7311692) . $ (675+12)
'

(651,170) .

Net logs per conupon: iTiare: basic and diluted
Weighted average shares used in computing net loss per common share — basic and diluted

: $ .,(2.70)
270,586.682

. '$; '.07i)"... $ '::::::; {3.38),.
219,620,468 ] 97,317,607

( i I These cuptiuns include nun- cash stock-besed compensation expense as follows:

Years Ended Dtcember 31,

2006 2005 2004

iiti lhousundsi
Customer.care& biIIIIig;operatisns:::'d

sales
Satellite A terrestrial
Broadcast
Operations '

Programming k. content
Research gt development
General ttk administrative
Relentiori 4 support .

$ " 1/38
2,397
2.649
2.880

, 2,425
10,878
8.655

28.124
8,780

.
'$ :-:-' l$ :..;e,','. —,: .

234
287": ''
240
96:.; ..

840 554
1.,029.' ':'"', 140:"'.

1,741 1,326
1,454'otal

stock-based compensation 68,846, '1I' 5;966'.: .''.;;;"',028::

See accompanying Notes to the Consolidated Financial Statements.

F-5
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Xin'I SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEE'I'S

December 31,

(in tituusands, except slmrc anti per situretjatu)
ASSETS'urrentassets:

Cash and cash equivalents
Accounts receivable, net of allosvance Ior dnubtl'ul accounts of $4,946 and $ 3.722

Due from related parties
Related party prepaid expenses
Prepaid programming content
Prepaid and other current assets

2606

$ 218,216: '$
62.293
13,991

''
66,946
28,172 -'"

43,040

2NLS

7 1.0,991
47.247

8,629
54,752

'5;738
55.8] I

Total current assets
Restricted investments
System under construction
Property and equipment, net of accumulated depreciation and amortization of $767,768 and $600,482

DARS license
Intangibles, net of accumulated amortization of $ 8.~'&2 and $ 6,960
Deferred financing f'ees, net of accumulated amortization of'$20,537 and $20,922
Related party prepaid expenses. net of current.portion
Investments
Prepaid and other assets, net of current portion

432,658
2.t098

I262049 .

849.662
'1 41,38.7

4,640
38,601:,'
60.712
80,592
4.219

943,168
5.438

216,527
673,672
141,276

5,902
3'6,735

9t 809
:I 87,403

3,73 I

Total assets
'

$1,840,61"d":: $2+23a661

Current liabilities:
Accounts payable
Accrued expenses
Accrued satellite. liability
Accrued interest
Curre'nt popition of long-term debt
Due to related parties
Subscriber deferred tevenue
Deferred income

Total current liabilities

LIABILITIES AND,STOCKHOLDERS'QUITt Y (DEtFICIT) ..

'$51e8'44x: "
$

147,591
64,875
18,482
14;445
46 459

340,711

',915

694,3 2

'45,691154.125
104,300

5,603
76608

60.750
275 944

10,137
764,1'58

Satellite'liability,',t net 'of curreht.portion
Long— term debt, net of current portion
Due to related,parties, net of current portion
Subscriber deferred revenue, net of current portion
Deferred income„net of current portion
Other non—current liabilities

1286,179

86.482
130,780,
40,735

23,'285
1.035.584

53r901
84,694

141,073
40.018

Total liabilities
' .2~38r498';;: ':: 2,142,71.3

F—6
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XM SATELLITE RADI 0 HOLDINGS INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS — (Continued)

December 31,

s stin thansancls. escep& share anJper share riaiai

Commitmhnts and contingencies
Stockholders'qtnty (deficit)

Series A convenible preferred stock, par value $ 0.01 (liquidation preference of $51.370 at December 31, 2006 and

2005); 15,000,000 shares authorized, 5,393,252 shares issued and outstanding at December 31, 2006 and 2005

Series B'onvertible redeemable preferred stock, par value $0 01 (liquidation preferhnce oT

$0 an'd.$23,7 I'4 at:December 3 I, 2006 and 2005, respectively'I; 3,000,000 s'hares authorized, zero and 474,289''shares

issued and outstanding at Decem'ber 31; 200'6 and 2005,-respective1yn

Series C convertible redeemable preferred stock, par value $0.01 (liquidation preference of $0 and $ 114,514 at

December 31, 2006 and 2005. respectively): 250.000 shares authorized, zero and 79,246 shares issued and

outstanding at December 31, 2006 and 2005. respectively
Serie's:D'preferred 'stock, par value $0.01 .(liqu'idation.prefer'ence of$0 at.December.:31, 2006'and 2005');. 250,000 shares

authorized,:iio shar'es'issued and outstanding'at Decembei,3:.I; 2006 an'd 2005
Class A common stock. par value $ 0.01; 600.000.000 shares authorized, 305,781,515 shares and 240,701,988 shares

issued and outstanding at December 31. 2006 and 2005, respectively
ClassiC common stock, par value $0.0'1; 15,000,000 shares authorized, tqo shares'issued and outsfanding af:Deceiiiber.

31, 2006.'and 2005
Accumulated other comprehensive income. net of tax
Additional prdd—in capital
Accumulated deficit

2(106

54

3,058

3,590
:

.',093.894'3.498,476)

20(ks

54

2,407

5,985
2,852,

I:00'2.779.604)

Total'tockh'olders" equity (defIcit)

Total liabilities and stockholders'quity (deficit)

(397.;880) .. 80,948

'"
2,223,661

See accompanying Notes to the Consolidated Financial Statements.

F-7
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Xtvl SATELLITE RADIO HOLDINGS INC. AND SUSSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOQ'S

Years Ended December 3),

s(i n ihonsnncisi

2006 2005 2()04

.Cash flows from operating activities:
Net loss

'djustments to'econbi le net.loss to riet'ash used'ir dper'ating

Provision for doubtful accounts
Depreoidtion and amortization
Amortization of deferred income related to XM Canada
Non-cash Toss on impainment of investments
Interest accretion expense
Loss from 'de—leveraging transactions
Non-cash loss on equity in affiliate
Amortization-. of de ferrbd tinancina.fees enid debt discouht
Stock-based compensation
(13enefit from) provision for deferred income taxes .

Gain on sale of fixed assets
Other
Changes in operating assets and liabilities:

Increase.in. accounts receivable
Increase in due from related parties
D'ecrease (increase) in prepaid proniamming content .

(Increase) decrease in prepaid and other assets
(Decrease):increase in accounts payabte, accrued ':;
expenses and other liabilities
I'ncreas'e (decrease) in accrued interest
(Decrease) increase in due to related parties
Incread'e "iri subscriber deferred revenue
Decrease in def'crred income

acnvitiesi
$(718.872)

15.$23
1.68,'880
(10.081)
76,572

122,189
)3 229
4:1,285
68.046

(4,490)
'264

(37.,492)
(5,362)
37.,565'.

(206,564)

(102,] 75)
12,879
(9.294)

'6.565''
(434)

8.328
145,870

3.218
147,165

45,579
27,552

482
30,:1.78

5,966
",330

5'I

53 4'7')

76,6'21

18,524
2.020

27,317

(15)

(35,441)',
(3,262)

(54,"348)
(46,956)

(8;407)
(191)

"'(.I '1.;390)

11,491

125,791
(8;543)
48,130

208,29

I'7,371
. 8,71.9
82,835

"98:,463'(666,715'I

$(642,368)

Net cash used in operating activities (462;091) (166,717)
" '75,205)

Cash flows from investing activities:
Purchase of property and equipment

. Additions'o'system under construdtion
Proceeds from sale of assets
Purchase of equity investment
Net maturity (purchase) of restricted investments
Insurance proceeds from satellite recoveries

(54,895) (61.210)
(220 124)

'
(118 583)::

7,182
(2'5n334):

3,390 (996)

(25.934)
(143,978)

(341)
133,924.

Net cash used in investing activities (264,447) (206,123) ":(36329)

Source: XM SATELLITE RADlO H, 10-K, March 01, 2007
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XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS — (Continued)

Years Ended December 31,

nn ihsnssonds1

Cash flows from financing activities,
Proceeds from sale of common stock
Proceeds fmm exercise ofwarrants and stock options
Proceeds from issuance of 9.75%e senior notes due 2014

'Proceeds from'ihsuance of senior .floating.rttte notes due 2013
Proceeds from issuance of 1.75% convertible senior notes
'Proceeds from issuance of senior secured floating rate notes du'e'2009

Proceeds from relinancing of mortgage on corporate facility
Repayment ofrelated party lang-term debt
Repayment of related party credit facility
Repayment of 14%.senior secured discount no1es .

Repayment of 12%e senior secured notes due 2010
kepaytnent ttfsenior s'ecured floating 'rate notes due 2009;
Payment ofpremiums on de-leveraging transactions
Paymentssinmoitgages on.corporate facilities
Payments on other borrowings
Repurchase ofSeries B convertible redeemable preferred stock,
Deferred financing costs

2006

6,420
600,000

::., "200;000

'. (186,545)
(100,000)

.'- (200,080)
(27.398)

'('578)
(12,725)
(23,960)
(21.451)

300.000
:.19,637

100,000

(22,824)
(15,000)

(3.398)
(38T)

(9,651)

(2.419)

2004

185.500
51335

300.000
200.000

33,300
(81,194)

(103,034)
(13,028)
(70,000)

(10,347)
(28,247)
(40,174)

(13.017)

Iqet cashiprovdded hy'inancing'activities :. t'-'233,763 365,964 ', 411,094

'et'(siecrease) incse'ase in cash and cash equisjalents
Cash and cash equivalents at beginning ofperiod

. Cas'h and cash equivalents at end ofperiod

(492,775)
' '::(6";876)':, .299+50

710.991 717,867 418.307

g 218316 $710.99I $ 717,867

See accompanying Notes to the Consolidated Financial Statements.
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XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS'QUITY (DEFICIT)

Series A
Convertible

Preferred Stock

Series 8
Convertible
Redeemable
Preferred

Stock

(ines C
Convertible
Redeemable

Preferred Stock

Shares Amount Shares Amount Shares Amount

Class A
Common Stock

Additional
Paid-in

Shares Amount Capital

Au.umulated Total
Other

Stockholders'ceumulntedComprehensive Equitv
Deficit Income (Deficit)

(in ihvusands. ercepr sharc draai
Balance at January 1, 2004
Comprehensive loss:
YetInss'64o~68) (642268)

10,786.504 5 I US 474 "89 8 5 120,000 5 I 160.665S94 5 1.607 $ 2,001 688 5 {1,470i521) 5 — $ 532,888

Total comprehensive 'loss
Conversion of Series A convertible preferred

stock
Sale of shares.ofClass' commnn stnckt

Conversion of Series C convenible redeemable
pret'erred stock

Issuance ofshares ofClass A'ommnn stock to

convert "or"redeem states outstanding
Issuance of shares of Class A commnn stnck

from redemption of warrants
Issuance of.'Class A"conimon stock through

.stocl"-.based coinpensation plans
Series 8 convertible redeemable preferred

stock dividends
No'nzbakl) stock compensation and

. auiottizatioii.nf restricted stock

54
70 178,398

{40,754) 5,891,147 (591

I'2,353 "05 123 207,064

15 284.214

I.531,458 15

40.561

17439

73 525 I

,2.019 .

I (.393.252) (54) — — — — 5.393.252
7,057,193

'
(642368)

''78,468':

207„187'0.713

17+54'2,020

'alances'at'Derceinber'3
I.,'004'omprehensiveincome (loss):

Nekt loss
Other cmnprehensive income:
Unrealized jams;nn available-for-sate

securities,.xret of$3i747,tak

': ',393 "52 $ 54'74,289': $ ...5:.. 79,246' 'I 208,Z49,"I'88 '2;082 SZ,446.910 S'(2,'112.889) $ -',' '5 33'6,163':

(666.71'5): 'ei66; if5)

5,985

Tdthl cnmpieheriiivc lbss,
Sale of shares of Class A common stock
issuance:of shares:nfClass'A'common slack to

ponveit':oote's,"outsriinding
issuance of shares oi'Class A commnn stock

from redemption of 3 arrants
Issmmeerof sharej''fClasssAI common stock'

;tbrnuglristock—rbased.cnmpensadon plans
Issumice ot'shares ot'restricted Class A

common stock, net of cancellatinns
Nonacash stock,compensaliou and

amorbzation of restricted stock
Series 8 convertible redeemable preferred

stock dividends
pirarrant's at fair'vutue

9.714.497 98

1.8.334:1.03 183

2.547,312 25

Iv793P78, '19

I r)9

61.411

301.122

74,710

{10)

18,572

(381

(660,7503
301„220

74s893

15

"18,'59'I

(38)

5;96Ci

Balance at December,31, ZU05
.' 5.393,252. S 54 .474,289,:S," 5 79,246 $ 1.'40;701;988.' 2;407 $2,8'5",100 $ (2,779,604) S, 5,985 $ :80;948

F-10
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XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS'QUITY (DEFICIT) — (Continued)

Series A
Convertible

Preferred Stock

Series 8
Convertible
Redeenmble

Preferred Stock

Series C
Convertible
Redeemable

Preferred
Stock

Shares Amount Shares Amount Shares Amuunt

Class A
Commun Stuck

Additiunal
Paid-in

Shares Amuunt Capital

Accumulated Total
Other

Stockholders'umprehensive

Equitytcrulllulatcd
Deficit lnconte (Deficit)

dn rhatrsands, errept share rfatu)
Comprehensive income (loss):
Netioss
Other cnmprehensive income:

1)nrealized loss on.'available-for sale
securitiesi uet.'of50 tax

Realized loss on available- i'or -sale
securities, net of ($3,747) tax
benefit

Fore)hhl'.currency translation
adjustment,.riet..of$2,326 tax
expense

Total compreherisiye loss
Sale of shares of Class A common ctnck
Issuance of shareS:ofClass lA'' 'corn'mon stock

to, cori'v?crt notes'ohtstandin8
Issuance of shares of Class A cnnmton stock

from redemption of warrants
Issuance of shares:of Class A commnn stock
'through stock-'.basetlcoiitpensation plans

Issuance of shares of restricted Class A
cnmmon stock, net of cancellatiuns

Not{-,cash stockxco)nperisat(nn and
tuporfization ofrre'sttric(ed stbck

Series 8 cnnvertible redeemable preferred
stock dividends

Repurchase ofSeries 8 cotivertible
. credeemabie'prefer'red stock

Conversion of Series C convertible
redeemable pref'erred stock

,{474,289) (5)

'c.88448,837,514

774.366

600.017

227 358

23254

(79.246) (I) 14,521.134

I 1.305

488 '91 444

8 508

6 '.590

68;046

(23,955)

145 (144)

(71.8,872) {718 872)

(125) . ':,()25)

(5.985) (5.985)

3,7.]5::..' 3,715

(72);267)
1.306

19'1,932

516

'4,596

a

:::: ~c68',046

(23 960)

Balancirat 'December 3 I.,?006 5;393,252 8 54':.:,—. 8 — ':: ' — '05,781,5:I5 5 3,058 '3,093;894 '5 (3,498,476) .
- $3c590' 8 (397.;880)

See accompanying Notes to the Consolidated Financial Statements.

F— )1
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XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(I) Nature of Business

XM Satellite Radio Inc. (-Inc.'). was incorporated on December 15. 1992 in the State of Delaware for the purpose of operating a digital audio radio service

(-DARS") under a license I'rom the Federal Communications Commission ("FCC"). XM Satellite Radio Holdings Inc. ("Holdings") was formed as a holding

company for inc. on May I b. 1997. The Company commenced commercial operations in two markets on September 25, 2001 and completed its national rollout

on November 12. 2001.

As of December 31, 2006. the principal differences between the financial conditions of Holdings and Inc.. were:

the ownership by Holdings of the corporate headquarters and data center since August 2001 and September 2005, respectively and the lease of these

buildings to inc.:

XM-I, XM-2. and Xivl-3. except for the B702 bus portion of XM-3, are owned by Inc.; XM-4, XM-5 and the B702 bus portion ofXM-3 are

owned by Holdings:

~ the presence at Holdings of additional indebtedness. primarily the 1.75Ãu Convertible Senior Notes due 2009 and mortgages. not guaranteed byInc..'he

investments by Holdings in Canadian Satellite Radio (including related revenue and deferred income) and WorldSpace, inc.: and

~ the existence of cash balances at Holdings.

Accordingly. the results oi'operations I'or inc. and its subsidiaries are substantially the same as the results for Holdings and its subsidiaries except that Inc. has:

additional rent. less depreciation and amortization expense and less other income. in each case principally related to Inc.'s rental of its corporate

headquarters and data center buildings from Holdings, which are intercompany transactions that have been eliminated in the consolidated Holdings

financial statements:

~ less interest expense principafiy related to thc additional indebtedness at Holdings;

~ less revenue associated with the amortization of deferred income or equity in losses from Holdings'nvestment in Canadian Satellite Radio;

~ no gains or losses on Holdings'nvestments in Canadian Satellite Radio or WorldSpace, Inc.; and

~ less interest income because ot'additional cash balances at Holdings.

(2) Summary of Signlficant Accounting Policies and Practices

Principles of Consolidation «nd Basis ofPresunrunon

The Consolidated Financial Statements include the accounts ofXM Satellite Radio Holdings lnc. and its subsidiaries. All significant intercompany transactions

and accounts have been eliminated. In addition. the Company evaluates its relationships with other entities to identify whether they are variable interest entities

as defined by Financial Accouniing Standards Board ("FASB") Interpretation ("FIN") No. 46(R), Consolidation of Variable Interest Engries, and to assess

whether it is the primary beneficiary of such entities. If the determination is made that the Company is the primary beneficiary, then that entity is consolidated in

the Consolidated Financial Statements in accordance with FIN No. 46(R). As of December 31, 2006 and 2005, there were no variable interest entities subject to

consolidation by the Company pursuant to FIN Vo. 46(R).

Accounting Estimates

The preparation of the Company s Consolidated Financial Statements in conformity with U.S. generally accepted accounting principles requires management io

make estimates and assumptions thai affect the reported amounts ofassets and liabilities and the disclosure ofcontingent assets and liabilities at the date of the

financial statements and the reported amounts ofrevenue and expenses during the reporting period. The estimates involve judgments with respect to. among

other things,
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various future factors. svhich are dil'Ticult to predict and are beyond the control of the Company. Signilicani estimates include the estimated useful life of

satellites and spacecraft control facilities. valuation of the Company's investment in the DARS license and its identification as an asset with an indefinite life,

estimated cost for rebate promotions. the allowance for doubtful accounts. the valuation of intangible assets. the valuation ol long— term investments. the

recoverability of the long— lived assets, the estimated life of a subscriber's subscription, the payments to be made to distributors and manufacturers for radios sold

or activated, the amount of royalties to be paid on radios and!or components manufactured or revenue generated, the estimated amount of music programming

licinise fees, the amount of'stock-based compensaiion arrangements and the valuation allowances against deferred tax assets. Accordingly. actual amounts could

differ from these estimates.

Payments ov:ed to manufacturing and distribution partners are expensed during the month in which the manufacture. sale. anChor activation of the radio unit

occurs. The amounts of these expenses are dependent upon units provided by internal Company systems and processes ('i.e. subscriber management system and

supply chain management system) and partner systems and processes. However. due to lags in receiving nianufacturing and sales data from partners, estimates of

amounts due are necessary in order to record monthly expenses. In subsequent months when lagged data is received from partners. expenses are reconciled, and

adjusted where necessary. Since launching commercial operations, the Company continues to refine ihe estimation process based on an increased understanding

of the timing lags, and close w orking relationships with business partners. Estimates recorded on the Company's books are generally adjusted to actuals within

the following quarter.

Reclassifications

Certain prior year amounts have bei:n reclassified to conform to the current year presentation. Cash premiums paid on de—leveraging transactions in the amounts

of $3.4 million and $ 10.3 million for the years ended December 31, 2005 and 2004. respectively, were reclassified from cash flows from operating activities to

cash flows from financing activities, These amounts are considered immaterial io the prior periods to which they relate.

Cosh and Cash Equivalents

The Company considers short—tenn, highly liquid investments with an original maturity of three months or less to be cash equivalents. The carrying amounts

reflected in the Consolidated Balance Sheets for Cash and cash equivalents approximate fair value due to their short maturities.

Restricted Invest&nents

Restricted investments consist principally of certificates ofdeposits. At December 31, 2006 and 2005, restricted invcstmcnts rcprcscntcd securities held in escrow

to secure the Company's future performance with regard to certain contracts and obligations, which include certain facility leases and other secured credits.

There were no gross unrealized holding gains or losses on these restricted investments at December 31. 2006 and 2005,

Accounts Receivable

Accounts receivable are recorded;i1 the invoiced amount. The allowance for doubtful accounts is the Company's best estimate of the amount of probable losses

in the Company's existing accounts receivable. The Company estimates the allowance based primarily on the Company's hisiorical v,rite—off experience.

Receivable balances are writtcn—olf when management deems amounts to be uncollectible, v,'hich is generally determined by the number. of days past due.

Inventoty
Inventories are stated at the lower of average cost or market. The Company provides estimated inventory allowances for excess. slov: moving and obsolete

inventory as well as inventory whose carrying value is in excess of net realizable value. Inventories consist of both fmished goods and raw materials. The
c u

Company had $ 17.0 million and $26.1 million of net inventory at December 31, 2006 and 2005, respectively. v;hich are included in Prepaid and other current

assets on the Consolidated Balance Sheets.
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During 2006, 2005 and 2004. the Company recorded total inventory write-down charges of $4.9 million. $0 and $0. respectively which charges are reflected in

Cost of merchandise in the Consolidated Statements of Operations.

Invest&nents

Im estments in marketable equity securities of companies in which XM does not have a controlling interest or is unable to exert significant influence are

accounted for at market value if the investments are publicly traded and resale restrictions of less than one year exist ("available-for sale equity securities").

Unrealized holding gains and losses on marketable available-for sale equity securities are carried net of taxes as a component ofAccumulated other

comprehensive income in Stockholders'quity (deficit) in the Consolidated Balance Sheets.

Investments m equity securities that do not have readily determinable fair values and in which XM does not have a controlling interest or is unable to exert

significant influence are recorded at cost, subject to other than temporary impairment ("cost method").

For those investments in which the Company has the ability to exercise significant influence, the equity method of accounting is used. Under this method. the

investment, originally recorded at cost, is adjusted to recognize the Company's share of net earnings or losses of the afliliate as they occur rather than as

dividends or other distributions are received, limited to the extent of the Company's investment in. advances to and commitments to the investee. The Company's

share ofnet earnings or loss of afliliate is recorded in Other income (expense).

Investments are periodically reviewed for impairment and a write down is recorded whenever declines in fair value below carrying value are determined to be

other than temporary. In making this determination. the Company considers, among other factors, the severity and duration of the decrease as well as the

likelihood of a recovery within a reasonable timeframe.

Property and Equip&neat

Property and equipment is stated at cost less accumulated depreciation and amortization. Equipment under capital leases and leasehold improvements are stated

at the present value of minimum lease payments. Depreciation and amortization is calculated using'the straight-line method over the following estimated useful

lives:

Spacecmfl system ''.
Terrestrial repeater network
Spacecrafl control and upIink facilities
Broadcast facilities
Computer systems
Building and improvements
Funuture and fixtures
Equipment under capital leases and leasehold improvements

6.76 -'.:35 years.,':::". -'

— 10 years
17.5 years
3 — 7 years
3 —.'7 yeBIS
20 years
3 - 7 years
Lesser of useful life
or remaining lease term

Maintenance and repairs costs are expensed as incurred, whereas expenditures for renewal and betterments are capitalized. The cost of internally developed

soflware is capitalized in accordance with Statemenr of Position ("SOP") 98-1, Accountingfar the Costs ofCompvter Software Deveiaped or Obtainedfor
Internal Use, and amortized over its estimated useful life. Interest costs incurred in connection with the construction of major equipment and facilities are

capitalized as part of the asset cost to which it relates and depreciated over the asset's useful life. Upon the normal sale or retirement of depreciable property. the

net carrying value less any salvage value is recognized as an operating gain or loss in the Consolidated Statements ofOperations.

In accordance with Statement of Financial Accounting Standards ("SFAS") hlo. 144, Accountingfor the Impairment o& Disposai ofLong-LivedAssets,

long-lived assets. such as properly and equipment, and purchased intangibles subject to
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amortization, are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount may not be recoverable.

Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an asset to estimated undiscounted future cash flows

expected to be generated hy the asset. If the carrying amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized by the

amount by which the carrying amount of the asset exceeds the fair value of the asset.

DARS License and Other Intangible Assets

Intangible assets not subject io amortization. specifically the DARS license. are tested annually for impairment and are tested for impairment more frequently, if

events or circumstances indicate that the assei might be impaired. An impairment loss is recognized to the extent that the carrying amount exceeds the asset's fair

value.

The Company recorded amortization expense of $ 1.3 million for each year ended December 31. 2006, 2005, 2004 related to acquired programming and receiver

agreements with estimated use"ul lii es of 10 years. These agreements had a remaining carrying value of $4.6 million and $5.9 million and accumulated

amortization of $8.2 million and $7.0 million ai December 31. 2006 and 2005, respectively. Estimated amortization expense for the next four years is $ 1.3

million in 2007 through 2009 and $0.7 million in 2010.

Deferred Financing Fees and Other Assets

Deferred financing I'ees consist primarily of legal. accounting. printing and investment banking fees as well as fees paid to obtain lines of credit. Deferred

financing fees are amortized over the life of the corresponding instrument and facility.

Asset Retireuient Obligation

ln accordance with SFAS No. 143. Accounting for Asset Retirement Obligations, the Company capitalized as part of the carrying amount, the fair value of the

future obligation associated with the retirement of the Company's terrestrial repeater network. These costs. which are included in Accrued expenses. include an

amount that the Company estimates will be sufficient to satisfy the Company's obligations under leases to remove the terrestrial repeater equipment and restore

the sites to their original condition. The asset retirement obligation was $ 1.0 million and $0.9 million at December 31, 2006 and 2005, respectively.

Revenue Recognition

The Company derives revenue primarily from subscription and activation fees as well as advertising. direct sales of equipment and royalties.

Revenue from subscribers, which is generally billed in advance, consists of (i) fixed charges for service, which are recognized as the service is provided and

(ii) non-refundable activation fees that are recognized ratably over the expected 40-month life of the customer relationship. Direct activation costs are expensed

as incurred. Promotions for free or discounted service are treated as a reduction to revenue during the period of the promotion. Consideration received in advance

of revenue recognition is recorded as deferred revenue.

The Company recognizes revenue for sales ofbundled packages, which might include a radio, activation and/or service component, pursuant to Emerging Issues

Task Force ("EITF") issue bio. 00-21. Accounting Rei enue Arrangements with Nub/pie Deliverobles ("EITF No. 00-21"). Pursuant to EITF No. 00-21. the

Company allocates the consideration received based on the relative fair values of the individual components. Additionally, pursuant to the guidance of Securities

and Exchange Commission Stafl Accounting Bulletin 104,("SAB 104"). unless evidence suggests otherwise, revenue from consideration received is recognized

on a straight-line basis over the expected term of the arrangements.

The Company recognizes advertising revenue from sales ofadvertisements in the period in which the advertisement is broadcast. Agency fees are presented as a

reduction to revenue in the Coiisulidatcd Statements of Operations. Advertising
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revenue for the vears ended December 31, 2006. 2005 and 2004, include advertisements sold in exchange for goods and services (barter) recorded at fair value,

L
e e

Revenue from barter transactions is recognized when advertisements are broadcast. Merchandise or services received are charged to expense when used or

received. respectively.

Equipment revenue is recognized at the time of shipment or delivery of the equipment. Royalty al'id other revenue is recognized when earned.

Barter Transactions'M

enters into transactions that either exchange advertising for advertising ("Advertising Barter" ) or advertising for other products and services

("Non—advertising Barter*'). Advertising Barter transactions are recorded at the lesser of estimated fair value of the advertising received or given in accordance

v,'ith the provisions of EITF issue No. 99— 17, Accountingfor Advertising Barter Ti ansactions. Revenue from barter transactions is recognized when advertising

is provided. and services received are charged to expense v;hen used. Revenue from barter transactions is not material to the Company's Consolidated Statements

oi'Operations for any of the periods presented herein.

Stoch—Based Compensation

Effective January I. 2006. the Company adopted SFAS No. 123 (revised 2004). Sita&.e— Based Pqt ment ("SFAS 123R"), v'hich revises SFAS No. 123,

Accountingfoi. Stocl — Based Comlzerzsatiorz. and supersedes Accounting Principles Board ("APB") Opr'nion No. 25, Accountingfor Stock issued to Employees

("APB 25'*). SFAS 123R requires all share— based compensation payments to be recognized in the fmancial statements based on their fair value using an option

pricing model.

The Company adopted SFAS 123R using the modified prospective method which requires that compensation cost recognized subsequent to adoption include the

applicable amounts of: (a) compensation cost for share—based payments granted prior to. but not yet vested, as of December 31, 2005, based on the grant date fair

value estimated in accordance with the provisions of SFAS 148. Accoumiizgfor Stool' Based Compensation — Ti aizsition and Disclosure, and (b) compensation

cost for all share—based payments granted subsequent to December 31, 2005, based on the grant date fair value estimated in accordance with SFAS 123R. SFAS

123 R requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from initial estimates. The

Company uses the Black — Scholes option—pricing model to value stock option awards and has elected to treat awards with graded vesting as a single award. The

adoption of SFAS 123R had a material impact on the Consolidated Statements of Operations. This impact is more fully described in Note 12.

Pro Fonna Presentation foi. Periods Prior io the Adoption ofSFAS 12311 — Under the modiized prospective transition method, results for prior periods have not

been restated to rei1ect the effects oi implementing SFAS 123R. The following table illustrates the effect on net loss as if the Company had applied the fair value

recognition provisions of SFAS No. 123, to stock—based employee compensation (in thousands).

Years Ez&ded December st,

2005 2004

Net loss attributable to common stockholders,:as reported
Add: Stock—based employee compensation expense included in net loss
Less: Tetai stock—'based employee compensation expense determined under fair value—.based method for all awards

${675,312) '(65lI,I'70)
5,508

(43,,1:09) '., (30,456):

Pro foillla neb'loss

As reported —. net loss per commori share: basic and diluted
Pro forma — net loss per common share: basic and diluted

: $(71:2,913)
' '$(68'I',626)

$ (3i07). '$ '330)
$ (3.25) $ (3.45)
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Research 8 Devoiopntont

Research and developmeni expenses primarily include the cost of new product development. chipset design, software development and engineering.

Advertising 8 NIarkoting

Advertising ik marketing costs. including media. events, training and marketing materials for retail and automotive dealer points of presence, are discretionary

costs that are expensed as incurred. During the years ended December 31, 2006, 2005. and 2004. the Company expensed approximately $ 147.6 million, $ 163.3

million and $88.1 million, respectively. Co-operative marketing costs are recognized as advertising expense to the extent an identifiable benefit is received and

fair value of the benefit can be reasonably measured. Otherwise, such costs are recorded as a reduction of revenue.

¹t Loss Per Common Shore

The Company computes net loss per common share ih accordance with SFAS No. 128, Earnings Per Share and SEC Staff Accounting Bulletin ("SAB") No. 98,

Computations ofEarnings Per Share. Under the provisions of SFAS No. 128 and SAB No. 98, basic net loss per common share is computed by dividing the net

loss attributable to common stockholders (after deducting preferred dividend requirements) for the period by the weighted average number of common shares

outstanding during the period. Diluted net loss per common share is computed by dividing the net loss attributable to common stockholders for the period by the

weighted average number ofcommon and dilutive equivalent shares outstanding during the period. Options, warrants and convertible instruments outstanding as

of December 31. 2006 Io purchase 51 million shares oi'common stock (46 million of which were vested) were not included in the computation of diluted net loss

per common share for the year ended December 31. 2006 as their inclusion would have been anti-dilutive. Options, warrants and convertible instruments

outstanding as of December 31. 2005 io purchase I I I million shares of common stock (104 million ofwhich were vested) were not, included in the computation

of diluted net loss per common share for the year ended December 31, 2005 as their inclusion would have been anti-dilutive. Options, warrants and convertible

instruments outstanding as of December 31. 2004 to purchase 121 million shares ofcommon stock (112 million of which were vested) were not included in the

computation of diluted net loss per common share for the year ended December 31, 2004 as their inclusion would have been anti-dilutive. Unvested shares of

restricted stock in the amount of 3.390.359, 833,544 and 10,.000 as of December 31. 2006, 2005 and 2004, respectively, are not included in the computation of

basic net loss per common share or in diluted net loss per common share because their inclusion would have been anti-dilutive. The Company had a net loss in

each of the periods presented, therefore. basic and diluted net loss per common share are the same.

Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the tax benefits and consequences in

future years ofdifferences between the tax bases of assets and liabilities and the financial reporting amounts at each year-end and operating loss and tax credit

carryforwards, based on enacted tax laws and statutory tax rates applicable to the periods in which the differences are expected to affect taxable income.

Valuation allowances are established when necessary to reduce deferred tax assets to the amount expected to be realized. Income tax expense is the sum of taxes

payable for the period and thc change during the period in deferred tax assets and liabilities.

Derivative Instrutnents and Hedging Activities

The Company has reviewed its contracts and has determined that it has no freestanding or embedded derivative instruments. The Company does not engage in

hedging activities.

Cotnprehensive Incotno or Loss

Accumulated other comprehensive income or loss is reported on the Consolidated Balance Sheets. Unrealized gains and losses on available-for sale securities

(see Note 7. under the heading -kI'or1dSpace") and foreign currency translation adjustments (see Nole 7. under the heading "Canadian Satelhte Radio") are

included in other comprehensive income or loss.
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However, in the event that an unrealized loss is deemed other than temporary, the loss is recognized in earnings. The components of Comprehensive income or

loss for the years ended December 31, 2006. 2005 and 2004 are as follows (in thousands):

Years Ended December 3t,

2UUU 2UU5 2Uti4

Net loss
Unrealized gain (loss) on available-for-sale securities
RecJassificafien.adjustment for realized loss on available-for sale securities, net of tax

Foreign currency translation adiustment. net of tax

$(71'8.872) ' 4{666,7]5)":-:,:,'$(642/'68)
(125) 5,985

(5 tI85)
3.715

Total oomprehetrsive loss ' -;
" 2$(721,2'67);, i .$(669';730)'; - '$(642,368)

The Company did not recognize a tax benefit for the unrealized loss on available-for-sale securities for the year ended December 31, 2006. Unrealized gain on

available-foi sale securities for the year ended December 31, 2005 is shown net of tax expense of approximately $3,747,000. Reclsssificstion adjustment for

realized loss on available-for sale securities, for the year ended December 31, 2006, is shown net of tax benefit of approximately $3,747,000. Foreign currency

translation adjustment, for the year ended December 31, 2006, is shown net of tax expense of approximately $2,326,000.

Recent Accounting Pronouncements

ln February 2006. the F AS B issued SFAS No. 155, A ccountingfor Certain Hybrid Financial Instruments — an amendment ofFASB Statements No. I33

(Accountingfor Derivative Instntments and Hedging Activities) and No. I40 (Accountingfor Transfers ond Sen icing ofFinancial Assets and Ertinguishments of

Liabilities), which permits I'air value remeasurement for any hybrid financial instrument that contains an embedded derivative that otherwise would require

bifurcation. In addition. SFAS No. 155 establishes a requirement to evaluate interests in securitized financial assets to identify interests that are freestanding

derivatives or that are hybrid financial instruments that contain an embedded derivative requiring bifurcation under the requirements of Statement No. 133. This

Statement shall be effective for all financial instruments acquired or issued aAer the beginning of an entity's first fiscal year that begins aAer September 15. 2006.

The Company will adopt this Statement effective January I, 2007. Based on the Company's current evaluation of this Statement, the Company does not expect

the adoption of SFAS No. 155 to have a significant impact on its consolidated results ofoperations or financial position.

ln June 2006. the FASB Emerging Issues Task Force issued EITF No. 06-3, How Sales Taxes Collectedfrom Customers and Remitted to Goi ernmental

Authorities Sliould Be Presented in the Income Stateinent (That Is, Gross Versus Net Presentation), which states that a company should disclose its accounting

policy (i.e gross or net presentation) regarding presentation of taxes within the scope of this Issue. If taxes included in gmss revenues are significant, a company

should disclose the amount of such taxes for each period for which an income statement is presented. The consensus would be effective for the first annual or

interim reporting period beginning after December 15. 2006. The disclosures are required for annual and interim financial statements for each period for which

an income statement is pres'ted. The Company will adopt this Interpretation effective January I, 2007. Based on the Company's current evaluation of this Issue,

the Company does not expect the adoption of EITF No. 06-3 to have a significant impact on its consolidated results of operations or financial position.

ln June 2006. the FASB issued FASB Interpretation ("FIN") No. 48, Accoimting for Uncertainty in Income Taxes — an interpretation ofFASB Statement

No. I 09. which clarifies the accounting for uncenainty in income taxes recognized in an enterprise's financial statements in accordance with FASB Statement

No. 109. Accountingfor Income Taxes. This Interpretation prescribes a recognition threshold and measurement attribute for the financial statement recognition

and measurement of'a tax position taken or expected to be taken in a tax return. This Interpretation also provides guidance on derecognition, classification,

interest and penalties, accounting in interim periods, disclosure. and transition. This Statement
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is effective as of the beginning of an entity's first fiscal year that begins after December 15& 2006. The Company will adopt this Interpretation effective

January I, 2007. Based on the Company's current evaluation of this Interpretation. the Company does not expect the adoption of FIN No. 48 to have a significant

impact on its consolidated results of operations or financial position.

ln September 2006. the FASB Emerging Issues Task Force issued EITF No. 06-1& &I ccour»ir&g for Considera&ian Given by a Service Provider ia Mam&fac&urers

ar Resellers ofEquipment &'veeessa&iv for an End-Cusiomer &a Receii e Servicefiorn the Sen ice Praiider, which states how a service provider company that

depends on specialized equipmcnt should account for consideration paid to the manufacturers and resellers of such equipment. EITF No. 06-1 requires that the

service provider recognize payments based on the form of benefit the endmustomer receives from the manufacturer or reseller. If the form of benefit is "other

than cash'r the service provider does not control the form ofbenefit provided to the customer, the consideration would be classified as an expense. If the form

of benefit is cash. the consideration would be classified ss an offset to revenue. The consensus wnuld require retrospective application to all prior periods as of

the beginning of the first annual reporting period beginning after June 15. 2007. This Issue is effective for the first annual reporting period beginning afler

June 15, 2007. The Company is currently evaluating the impact of the adoption ofEITF No. 06-1 on its consolidated results of operations and financial position.

ln September 2006. the FASB issued SFAS No. 157. Fair Value Measu& emen&s. This Statement defines fair value, establishes a framework for measuring fair

value in generally accepted accounting principles and expands disclosures about I'sir value messuremcnts. This Statement applies under other accounting

pronouncements that require or permit fair value measurements, the FASB having pres iously concluded in those accounting pronouncements that fair value is the

relevant measurement snribute. Accordingly. this Statement does not require any new fair value measurements. This Statement is effective for financial

statements issued for fiscal years beginning after November 15, 2007. The Company will adopt this Statement effective January I, 2008. Based on the

Company's current evaluation of this Statement, the Company does not expect the adoption of SFAS No. 157 to have a significant impact on its consolidated

results of operations or financial position.

In September 2006, the Securities and Exchange Commission issued Staff Accounting Bulletin ("SAB') No. 108, Considering the Epee&s ofPrior Year

Miss&a&emen&s when guar»iji ing Cu& re&a& I'ear Miss&aiemen&s, which provides interpretive guidance on the consideration of the effects of prior year

misstatcments in quantifyine current year misstatements for the purpose of a materiality assessment. SAB No. 108 establishes an approach that requires

quantification of financial statement misstatements under both the income statement (rollover) and balance sheet (iron curtain) methods. SAB No. 108 permits

initial adoption of its provisions either by (i) restating prior financial statements; or (ii) recording the cumulative effect adjustment, with an offsetting adjustment

recorded to the opening balance of'retained earnings in the year of adoption. SAB No. 108 is effective for annual financial statements issued for fiscal years

ending after November 15. 2006. The Company adopted the provisions of SAB No. 108 during the fourth quarter of 2006 The adoption had no significant

impact on its consolidated results of operations or financial position.

(3') Fair Value of Financial Instruments

The fair value of a financial instrument is the amount at which the instrument could be exchanged in an orderly transaction between market participants to sell

the asset or transfer the liability. As of December 31. 2006 and 2005. the Company has determined that the carrying value ofeach of the financial instruments

listed below approximates the fair value based on the reasons indicated.

The carrying amounts of the following financial instruments approximate fair value because of their short maturities: Cash and cash equivalents, accounts

receivable, due from related parties. accounts payable, accrued expenses, accrued satellite liability. due to related parties and restricted investments.

The fair value of the Company s long-term debt is determined by either estimation by discounting the future cash flows ofeach instrument at rates currently

ofTered to the Company for similar debt instruments of comparable maturities by the Company's bankers or quoted market prices at the reporting date for the

traded debt securities. As of December 31, 2006 and
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e2005. the carrying value of its long—term debt ivas $ 1.300 million and $ 1;0'43 million, respectively: while the I'air value was $ 1,364 million and $2,458 million,

respectively.

(4) System Under Construction

The Company has capitalized cost.- including capitalized interest related to the development of its spacecrafi system to the extent that they have future benefits.

The amounts recorded as system under construction consist of'its spacecraft system in the amount of $ 126.0 million and $2) 6.5 million as of December 31, 2006

and 2005, respectively.

(5) Property and Equipmcnt

Property and equipment consists nt'he I'ollowing (in thousands):

December st,

2000 2(105

Spacecraft system
Terrestrial repeater netv;ork
Spacecraft control and up)ink facilities
Broadcast facilities
Land
Buildings and improvements
Computer systems, I'uruiture add fixtures„and.equipmeen'I

$ 905;507
264.223

46,181
65,302

. 8,788

.'3,252

254';I:77.

$ 6'45,036.
262.255
40,548
64,126

8;7.88-
66,741

'I::86;660'.

Total property.and equipment,
Accumulated depreciation and amortization

1;617,430 .

(767,768)
le274';:l

54'600,482)

Property and equipment. net '849.;662 $ 673,672i

Spacecraft System

The Company launched its first two satellites, XM — I and XM-2 in the first half of 2001 prior to the commencement of commercial operations. Depreciation

commenced upon acceptance of the satellites from Boeing Satellite Systems. which occurred during the first half of 2001. The XM — I and XM—2 satellites suffer

from a progressive solar array power degradation issue that is common to the first six Boeing 702 class satellites put in orbit. During 2004, the Company reached

an agreement with insurers and recovered approximately $ 142 million, of v:hich $ 134 million was recorded as a reduction to the carrying values of XM— I and

XM —2. )n February 2005. XM—3 v;as successfully ) aunched and moved into the 85'est Longitude orbital location. During April 2005, XM— I was successfully

collocate'd with XM-2 at 115'est Longitude orbital location. In October 2006, XM-4 was successfully launched and moved into the 115'est Longitude

orbital location to mitigate the issues with XM —
I and XM-2. Depreciation of XM — 3 and XM —4 commenced upon acceptance of the satellites, which occurred

during April 2005 and December 2006. respectively.

Amortization and depreciation of the ground systems/spacecraft control facilities and related computer systems commenced on September 25, 2001. which was

the date the service was )aunched in the Company's lead markets. Depreciation of the broadcast facilities and the terrestrial repeaters commenced when they

were placed in service.

(6) DARS License

The Company's DARS license is valid for eight years upon successful launch and orbital insertion of the satellites and can be extended by the FCC. The DARS

license requires that the Company comply with a construction and launch schedule specified by the FCC for each of the first two authorized satellites, which has

occurred. The FCC has the authority to revoke the authorizations and in connection with such revocation could exercise its authority io rescind the Company's

license (see Note 17):
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The Company determined that its DARS license was an intangible asset having an indefinite useful life pursuant to SFAS No. 142. The Company believes that

the administrative fees necessary to renew the license wil) be de minimis compared to ihe initial fee to obtain the license, and the Company has met all of the

established milestones specified in thc FCC license agreement. The Company also anticipates no difficulties in renewing ihe license as long as the Company

continues to adhere to the various regulatory requirements established in the license grani. Although the Company faces competition from a variety of sources,

the Company does noi believe thai ihe risks of the technology becoming obsolete or of a decrease in demand for the DARS service are significant.

(7) Investments

The Company's investments consist of an equity method investmenL a cost method investment and available-fo~ale equity securities as follows (in

thousands):

December 31,

2006 2005

'Equity method investment
Cost method investment
AvaiIabia-for.—,. sale equity'securiti'es .

$74252 'g 152'$37
480 12,060

5,860 '. ', 83,006

"
Tota1 investments '86@92' '' '.$ ,'187.,403

Equih Method Investment

Canadian Satellite Radio ("X,'lf Catiada ")

In November 2005, XM eniered into a number of agreements ("Agreements") with XM Canada that provide XM Canada with exclusive rights to offer XM

satellite digital radio service in Canada. In December 2005, XM Canada issued to XM 11.077,500 Class A Subordinate Voting Shares representing a 23.33%

ownership interest and I I 'I'e voting interest in XM Canada. These shares were determined to have an initial fair value of $ 152.1 million, based on the XM Canada

initial public offering price of CDN$ 16.00 per sharc. The Agreements have an initial term of ten years and XM Canada has the unilateral option to extend the

term of the Agreements for an additional five years ai no additional cost beyond the current financial arrangements. XM Canada has expressed its intent to

exercise this option at the end of the initial term of the Agreements.

The various deliverables of these Agreements entered into in November 2005 are considered a single accounting unit in accordance with the EITF No. 00-21,

and as such are accounted for as follows:

The $ 152.1 million I'air value of the shares received is recorded as Deferred income on the Company's Consolidated Balance Sheets and amortized on

a straight-line basis into income as Other revenue in the Consolidated Statements of Operations over the 15~ear expected term of the Agreements.

During the years ended December 31. 2006 and 2005, XM amortized $ 10.1 million and $0, respectively, into income as Other revenue. As of
December 31. 2006, the Deferred income balance related to the fair value of shares received was $ 138.6 million.

~ The Company receives a 15% royalty fee for all subscriber fees earned by XM Canada each month for its basic service and a nominal activation fee

for each gross activation of an XM Canada subscriber on the Company's sysiem. Beginning in 2006, XM began to accrue for, and record as revenue,

royalties and activation fees related to XM Canada's subscribers. During the year ended December 31, 2006, XM accrued approximately $2,121,000

in subscriber revenue royalty and activation fees and recognized revenue of approximately $76,000, as Other revenue in the Consolidated Statements

of Operations. The remaining unrecognized revenue was recorded as Deferred income and will be amortized on a straight-line basis into income over

the remaining expected tetm of the Agreements in accordance with the EITF No. 00-21. As of December 31. 2006, the Deferred income balance

related to the subscriber revenue royalty and activation fees was $2.0 million. In subsequent periods, the Company will recognize the pro-rata portion

of the current period's accrued revenue in addition to the amortization for each previous periods'ccrued revenue.
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XM has also provided XM Canada with a CDN$45 million standby credit facility, which can only be utilized to finance purchases of terrestrial repeaters or I'r

the payment of license fees. The facility matures on December 31,2012 and bears interest nt a rate of 9% per annum. XM has the right to convert unpaid

principal amounts into Class A Subordinate Voting Shares of XM Canada at the price of CDN$ 16.00 per share. As of December 31, 2006, XM Canada had not

drawn on this facilitv.

ln addition. XM Canada will pay XM $69.1 million for the rights to broadcast and market National Hockey League ("NHL") games for the 10-year term of

XM s contract v;ith the Nl-IL. The $69.1 million payment is comprised of$57.0 million in license fees and $ 12.1 million in advertising costs and is required to be

paid in ten annual installments ranging from $5."5 million to $7.50 million per year. In accordance with EITF No. 99-19, Reporting Revenue Gross ar ct

Prthripal versus itier as cm Agent, XM recognizes these payments "gross as a principal" in Other revenue. During the years ended December 31, 2006 and 2005.

XM recognized $4.5 million and $0, respectively. of license fees; and $ 1.1 million and $0, respectively, of advertising cost reimbursements, as Other revenue.

During 2006. XM recognized a $4.5 million gain as Other income related to the sale of 78 terrestrial repeaters to XM Canada during 2005. XM Canada

purchased these repeaters from XM at their original cost.

XM accounts for its ownership in XM Canada using the equity method ofaccounting. XM Canada has a fiscal year end ofAugust 31. Therefore. XM will record

its share of XM Canada's net income or loss, using the average currency exchange rate for the period, based on XM Canada's quarterly periods ending on the last

day of February, May. August and November. Summarized financial information for XM Canada is as follows (US$ in thousands)

November 30,

2ti06

November 3U,

2llUS

Current assets
Non-current assets
Current Iiabilities.
Non-curtent liabilities
Tata'1 shareholders'quity

$ ': . '50',64I
$ 247,848
$ '",. ',',1'76782
$ 101,674
$ r: 179,033

$'': "
547

$ 219902
' .. 39@03

$ 378
.:: $ ::: ...;: I79,768

Twelve months ended

November 30, 2U06

Penod ended

November 30 2005

Revenues
Net loss
XM's sh'are ofnet lossO)

$ , .„. 9,552
$ 98,768

$ ;; .23P29

'..'.'9
$ 12,400''
$ , 482

ill The Company began recording its share of XM Canada's net loss on November l7. 2003, the date of the Share issuance Agreement

During 2006. XM recorded a currency translation gain of approximately $3.7 million, as a component ofAccumulated other comprehensive income in

Stockholders'quity (deficit) in the Consolidaied Balance Sheets. The $3.7 million gain is net of a tax expense of approximately $2.3 million, which is offset by

a corresponding $2.3 million benefit to the provision for deferred income taxes. Also, during 2006, the Company reduced the carrying value of its investment in

XM Canada due to a decrease in fair value that was considered to be other than temporary and recorded an impairment charge of $57.6 million to Other expense

in the Consolidated Statements of Operations. XM Canada's shares trade publicly on the Toronto Stock Exchange under the symbol, "XSR.TQ." The quoted

market price on November 30, 2006 (the date of XM Canada's most recent financial statements) was CAD$7.65, or approximately US$6.70. Based on the

number of shares held by the Company as of December 31, 2006 and 2005, the Company's investment in XM Canada had a carrying value of approximately

$74.3 million and $ 151.6 million. respectively. As of December 31, 2006 and 2005, the amounts due from XM Canada were $ 1.6 million and $ 10.6 million,

respectively, and are included in Prepaid and other current assets in the Consolidated Balance Sheets.
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Cost Method Investment and Available-for-Sale Equity Securities

8'orldSpaca

On July 18, 2005. XM acquired 1.562.500 shares of Class A common stock of WorldSpace. Inc. ("WSI") and a warrant to purchase at WSI's initial public

offering price of$21.00 an additional aggregate number of shares equal to $37.5 million, subject to certain operational vesting conditions, in exchange for $25

million. XM allocated its $25 million investment between the two financial instruments. $ 12.9 million to the Class A common stock and $ 12.1 million to the

warrant. XM accounts for its investment in 9'Sl Class A common stock as available-for-sale securities and accounts for its investment in the warrant under the

cost method, subject to other than temporary impairment. WorldSpace provides XM certain programming in exchange for a fixed monthly fee under an amended

programming agreement that extends through June 7, 2009.

During 2006. the Company reduced the carrying values of its investments in WSI common stock and warrant due to decreases in fair values that were considered

to be other than temporary and recorded impairment charges of $7.3 million and $ 11.6 million. respectively, to Other expense in the Consolidated Statements of

Operations. WorldSpace's shares trade publicly on the NASDAQ Stock Exchange under the symbol. "WRSP." The quoted market price on December 31, 2006

was $3.50. Based on the number of shares held by the Company. the fair value of the Company's investment in WSI common stock is $5.5 million on

December 31, 2006. As of December 31, 2006, the carrying values of the Company s investments in WSI common stock and warrant were $5.5 million (which

included $0.1 million of unrealized losses) and $0.5 million, respective1y. As of December 31, 2005, the carrying value of the Company's investments in WSI

common stock and warrant were $23.0 million (which included $6.0 million of unrealized gains) and $ 12.1 million, respectively.

(8) Deferred Financing Fees

Deferred financing fees consist of the following (in thousands):

December 3t,

zoo6 zoos

14% senior secured discount notes due 2009
12% senior secured notes due 2010
10%.semoriecured discount.bonvertible iiotes dh'e 2009
9.75% senior notes due 2014
Semoyrsecured floating mte notes due 2009
Senior floating rate notes due 2013
L75% bonuerhble senior notes due'2009
Valuation of warrants issued to related party in conjunction with credit facilities
ttl'alutttion 'ofiwitrrmts issued to rolati dparty'iq'conjunction with the issuance of l(Ple seniorsecured
'- discoruent convertible not'es
Valuation of warrants issued to vendors
Mortgage

$ .: .—'.

1,432
] 6,091

5,354
'0;066

25,151
~ Ir' ':~~'546

504

$ ""3;486
3,590

-'.:: 7.,740,,

'...'4,814;;

10,066'.
25,] 51

,'e

18
S04

'gotal:defaired:financing fees
Accumulated amortization

Deferred 6nanclng fees, wit:

59,138
(20.537)

.$ .

38;69'I'7.,667(20,922)

,'. ':  ':36,735!

(9) Long-Term Debt

Certain of the Company's debt instruments and credit facility contain covenants that include restrictions on indebtedness. mergers, limitations on liens,
liquidations and sale and leaseback transactions. and also require the maintenance of certain
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2financial ratios. The Company v;as in compliance with all of its covenants as of December 31, 2006. The Company's debt instruments and credit facilities permit

the debt issued thereunder tn be accelerated upon certain events, including lhe failure to pay principal v;hen due under any of the Company's other debt

instruments or credit facilities subject to matin iality thresholds.

The f'ollowing table presents a summaiy of the debt activity for the year ended December 31. 2006 (in thousands).

14'/u senior secured.discount notes due 2009
Less: discount

12u/u senior secured notes.due 20 I'0

10';u senior secured discount coaeenib)e notes due 2009
Less: discount'.75".

u senior notes due 2014
Senior secured Boating rate.antes due 2009
Senior tloaiin rate notes due 2(113

1.75/u convertible senior notes due 2009
Mongages
Notes payable
Capital leases

December 31,

2005

5 186.546
(3'9.993)
100,000
179.898
'(36,426)

"
200,000

400,'000
39.455

3
13,710

Issuauces/

Additions

600.000

200,000

32.7 3

Discount

Amornzatioa

'3,:.962

Principal

Pavmcats

(578)
- (3)"'

I
'i 77'i)

Retirements/

Extlngulshmeats

'186,545)

3/,603
(100,000)
(14/u6491

27;25 ll

(200,000);

Deca'mber 31,

2006

33,249
(3;213)

600,000

700.000
400,000

38.877

33,711

Total. debt

,Leam ci'lrfent port/on .

1,043, 192 8 837.723 8 6,352 5 (13,303) . 5 (568,340). 1,300,624

334;445

Lougaerm debt net of current potzion 5 '.035,584 5 IL286;I 79

Future maturities of long—term debt, stated at fully accreted values. as of'December 31. 2006 are as follov s (in thousands);

Your ending December 31, Amuunt

2007.
2008
.2009
2010
201 I
Thereafter

$ I:4,487
11,505

'438,554
3,539

';097'29,655

Total debt $ 1',305,837

$800 /nil/ion Private Debt Offering

On May I, 2006. the Company announced that Inc. had completed an $ 800 million private debt offering consisting of $600 milhon of unsecured 9.75'/u Senior

Notes due 2014 and $200 million of unsecured Senior Floating Rate Notes due 2013 with an initial interest rate of 9.6%, Inc. used the proceeds of the debt

offering to repurchase or redeem existing secured notes due in 2009 and 2010 and lo retire at a discount approximately $320 million of the remaining fixed

payment obligations under inc.'s distribution agreement with General Motors that would have come due in 2007, 2008 and 2009. The Company effectively

replaced-$486.5 million of senior secured debt with interesi rates ranging from 10.63u/8 to 14 "/u and maturities in 2009 and 2010 (as well as covering redemption

premiums and transaction costs) and $320 million of fixed payment obligations to General Motors due in 2007 through 2009, or $806,5 million of obligations,

v:ith $800 million of senior unsecured debt with current interest rates from 9.75u/u to 9.86u/u and maturities in 2013 and 2014.
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As part of the refinancing. the Company and Inc. conducted a cash tender offer for lnc.'s outstanding $ 186.5 million of 14% Senior Secured Discount Notes due

2009 ("14i% Notes"). $ 100 million of 12% Senior Secured Notes due 2010 ("12% Notes") and $200 million of Senior Secured Floating Rate Notes due 2009

("Floating Rate Votes'. with a current interest rate of 10.63% (collectively. the "Existing Notes" ). On May l. 2006, the Company and Inc. completed the initial

repurchase ofapproximately $390 million of the Existing Notes, including $99.6 million of 12% Notes and approximately $290.7 million of the 14% Notes and

existing Floating Rate Notes Under the terms of the indentures governing those notes, Inc. had the right to force the mandatory redemption of the remaining 14%

Notes and existing Floating Rate Notes, and completed those redemptions in May 2006. Subsequent to the completion of the cash tender offer and redemptions

of the Floating Rate Notes and 14% Notes, the Company and Inc. retired all of the remaining 12% Notes. For a further discussion of the debt repayments by

mstrument, see Note 10.

9.,"5."-u Senior P'ates due 2014

The aggregate principal balance of the unsecured 9.75% Senior Notes due 2014 outstanding as of December 31, 2006 is $600 million. Interest is payable

semi-annually on May I and November I at a rate of 9.75% per annum. The notes are unsecured and will mature on May I, 2014. The Coinpany, at its option,

may redeem the notes at declining redemption prices at any time on or after May I, 2010, subject to certain restrictions. Prior to May l. 2010, the Company may

redeem the notes. in whole or in part, at a price equal to 100% of the principal amount thereof. plus a make-whole premium and accrued and unpaid interest to

the date of redemption. The notes aire subject to covenants that, among other things. limit lnc.'s ability and the ability of certain of Inc.'s subsidiaries to incur

additional indebtedness: pay dividends on. redeem or repurchase lnc.'s capital stock; make investments: engage in transactions with affiliates; create certain

liens,. or consolidate, mern'e or transfer all or substantially all ofInc.'s assets and the assets of lnc.'s subsidiaries on a consolidated basis.

Senior Floating& Rate Hates due 2013

The aggregate principal balance of the unsecured Senior Floating Rate Notes due 2013 outstanding as of December 31, 2006 is $200 million. Interest is payable

quarterly on May I, August I, November I and February I at a rate currently set at 9.86% per annum through February I, 2007. Thereafter, the rate is reset

quarterly to 450 basis points over the three-month LIBOR. The notes are unsecured and will mature on May I, 2013. The Company, at its option, may redeem

the notes at declining redemption prices at any time on or after May I, 2008, subject to certain restrictions. prior to May I, 2008, the Company may redeem the

notes, in whole or in part. at a price equal to 100% of the principal amount thereof, plus a make-whole premium and accrued and unpaid interest to the date of

redemption. The notes are subject to covenants that, among other things, limit lnc.'s ability and the ability ofcertain of Inc.'s subsidiaries to incur additional

indebtedness: pay dividends on. redeem or repurchase lnc.'s capital stock; make investments: engage in transactions with affiliates; create certain liens; or

consolidate. merge or transfer all or substantially all of lnc. s.assets and the assets of Inc.'s subsidiaries on a consolidated basis.

10K&i Senior Secured Discount Convertible iVntes due 2009

The aggregate principal balance of the 10% Senior Secured Discount Convertible Notes due 2009 outstanding as of December 31. 2006 is $33.2 million. Interest

accreted through December 31. 2005 and is thereafter payable semi-annually at a rate of 10% per annum, while the remaining principal balance is payable in

December 2009. At any time. a holder of the notes may convert all or part of the accreted value of its notes at a conversion price of$3.18 per share. At any time

on or aAer December 21, 2006, the Company may require holders of the notes to convert all, but not less than all of the notes at the conversion price of $3.18 per

share if: (il shares of Class A common stock have traded on the NASDAQ National Market or a national securities exchange for the previous 30 trading days at

200% of the conversion price, (ii) the Company reported earnings before interest income and expense, other income, taxes, depreciation (including amounts

related to research and development) and amortization greater than $0 for the innnediately preceding quarterly period for which the Company reports its Iinancial

results, (iii) immediately following such conversion. the aggregate amount of the Company and its subsidiaries'ndebtedness is less than $250 million, and

(ivl no shares of the Company's Series C convertible redeemable preferred stock remain outstanding.

F-25

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007



Table of Contents
XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The notes are secured by substantially all oi'inc.'s assets, including the stock of lnc. s FCC license subsidiary. In addition, the Notes are guaranteed by the

Company. rank equally in righi of payment with all ol'Inc.'s other existing and fuiure senior indebtedness, and are senior in right oi'payment to all of Inc.'s

existing and future subordinated indebtedness.

l. 7$% Convertible Senior &Votes due 2009

The segregate principal balance of the ).75 1$ Convertible Senior 'Notes due 2009 outstanding as of December 31, 2006 is $400 million. Interest is payab)e

semi-annually at a rate of 1.75" a pcr annum. The remaining principal balance is payable in December 2009.

The notes may be converted by the holder. at its option, into shares of the Compdny's Class A common stock initially at a conversion rate of 20.0 shares of

Class A common stock per $ 1.000 principal amount. which is equivalent to an initial conversion price of $50.00 per share of Class A common stock (subject to

adjustment in certain events), at any time until December I, 2009.

Mortgages
1500 Eekington Place

As of December 31, 2006 and 2005. the remaining principal balance of the 1500 Eckington Place Mortgage Loan was $32.4 million and $32.8 million,

respectively. Principal and interest at a fixed rate of 6 0) 54/u is payable monthly until the mortgage matures in September 2014. The mortgage loan is

secured by the building and an escrow with a balance of $ 1.4 million at December 31. 2006. As further discussed in Note 20, in February 2007, the

mortgage loan on this property was retired.

60 Florida Avenue

As of December 31. 2006 and 2005, the remaining principal balance of the 60 Florida Avenue Mortgage Loan was $6.5 million and $6.6 million,

respectively. Principal and interest at a fixed rate of 8.26ro is payable monthly until the mortgage matures in September 2010. The mortgage is secured by

the building, the land. and an escrow with a balance of $0.3 million at December 31, 2006. As further discussed in Note 20, in February 2007, the

mortgage loan on this property was retired.

$250 tnillion Senior Secured Revr&lvin0 Credit Faci%ty

On )viay 5, 2006. Inc., in coniunction with the refinancing in 2006. entered into a new $250 million revolving credit facility with a group of'banks. Inc. has the

right to increase the size oi'he facility by up to $ 100 million, with any increase to be svndicated on a "best efforts" basis with no lender being required to

increase its commitment. For as long «s more than $75 million in the aggregate of inc.ts existing senior secured notes remain outstanding, borrowings under the

facility will be limited to $50 million. As further discussed in Note )0. the Company incentivized the conversion of some of its 10% senior secured discount

convertible notes due 2009 on October 24, 2006. which gave the Company full borrowing capacity under the facility.

The facility has a term of three years and is expected to serve as a standby facility for additional liquidity. Borrowings under the facility wi)l bear interest at a rate

ofLIBOR plus 150 to 225 basis points or an alternate base ntte. to be the higher of the JPMorgan Chase prime rate and the Federal Funds rate plus 50 basis

points, in each case pius 50 to 125 basis points. The facility inc)udes a $ 120 miHion sublimit for letters ofcredit and a $5 million sublimit for swing)inc loans.

Inc. expects to pay s commitment I'ce of 37.5 to 50 basis points per year on unused portions of the facility. The new credit facility is secured by substantially all

of Inc. s assets other than specified property. The facility includes cus'tomary events ofdefault and requires Inc. to maintain at all times unrestricted cash and

cash equivalents oi'at least $ 75 million. The facility also includes customary conditions to draw, including Inc. not undergoing any material adverse change. As

ofDecember 3), 2006 there were no amounts outstanding or letters of credit issued under the credit facility.
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Senior Secured Credit Facility

The Company and Inc. hat e a revoli ing $ 150.0 million Senior Secured Credit Facility with GM that matures on December 31, 2009. It enables the Company to

make monthly draws to finance payments that become due under the Company's distribution agreement with GM and other GM payments. All draws under the

facility bear interest ai a per annum raie nf LIBOR plus 8%. Interest payments are due semiannually. The Company has the option of making interest payments in

shares of Class A common stock having an aggregaie fair markei value at the time of payment equal to the amount of interest due. The fair market value will be

based on the average daily trading prices of the Class A common stock over the ten business days prior to the day the interest paymeni is due. The facility will

terminate, and all draws will become due, upnn ihe earlier of December 31, 2009 and six months afler the Company achieves investment grade status. The

Company is required io prepay the amount of any outstanding advances in an amount equal to the lesser of (i) 50% of the Company's excess cash and (ii) the

amount necessary to prepay the draws in full. In order to make draws under the credit facility, the Company is required to have a certain minimum number of

subscribers that are noi originated by GM and a minimum pr~arketing cash flow as defined. GM waived the minimum pre-marketing cash flow condition for

the year ended December 31. 2006. As of December 31. 2006, there were no amounts ouistanding under this credit facility.

(10) Recent De-leveraging Transactions

2006 De-leveraging Transactions

Through the cash tender offer. rcdempiions and other ttansactions discussed in Note 9 and this Note 10, the Company de-leveraged $568.2 million carrying

value. or $633.2 million fully accreted face value at maturity for $532.4 million in cash consideration. which included $ 19.3 million of accrued interest, and

48.8 million shares of Class A common sinck. The Company recorded a de-leveraging loss of $ 122.2 million from these extinguishments in Other income

(expense) in the Consolidated Statements of Operations for the year ended December 31, 2006. This includes the following de-leveraging transactions:

14%Senior Securetl Discou&tt Notes due 2009
The Company repurchased nr redeemed $ 148.7 million aggregate carrying value. or $ 186.5 million agg«regale fully accreted face value at maturity, of its

14% Senior Secured Discount Notes due 2009, for a redemption price of $209.6 million. including accrued interest of $9.6 million. As a result of the

transaction. thc Company recorded a de-leveraging charge of$52.8 million; consisting of a redemption premium of $ 13.9 million, unamortized debt

issuance costs of $ 1.3 million and unamortized discounts of $37.6 million.

12% Senior Secured h'ates due 2010
The Company repurchased or redeemed $ 100.0 million aggregate carrying value and fully accreted face value at maturity, nf its 12% Senior Secured Notes

due 2010 for a redemption price of'$117.2 million, inchding accrued interest of $4.5 million. As a result of the transaction. the Company recorded a

de-leveraging charge ol'$15.5 million: consisting of a redemption premium of $ 13.0 million and unamortized debt issuance costs of $2.4 million.

10% Senior Set ured Discount Convertible Pr'ores due 2009
The Company exchanged $ 119.5 million aggregate carrying value, or $ 146.6 million aggregate fully accreted face value at maturity, of its 10% Senior

Secured Discount Cnnvcriible Notes due 2009 by issuing approximately 48.8 million shares of Class A common stock. As a result of the transactions, the

Company recorded a de-levemging charge consisting of a redemption premium of$49.8 million. In addition, the Company wrote-off an'unamortized

beneiicial conversion feature nf $27.3 million to interest expense and unamortized debt issuance costs of $4.5 million to Additional paid-in capital.

Senior Secured Floating Rate altttesdhe 2009
The Company repurchased or redeemed $200.0 million aggregate carrying value and fully accreted face value at maturity, of its Senior Secured Floating

Rate Notes due 2009 for a redemption price of$205.6 million, including
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accrued interest of$5.2 million. As a result of the transaction, the Company recorded a de-leveraging charge of$4.1 million: consisting of a redemption

premium of $0.4 million and unamortized debt issuance costs of $3.7 million.

2005 De-leveraging 7'ransactions

During 2005, the Company entered imo agreements with certain holders of its notes to de-leverage $80.0 million carrying value, or $93.8 million fully accreted

face value at maturity, for $42.0 million in cash consideration, which included $0.7 million of accrued interest, and 18.3 million shares of Class A common stock.

The Company recorded a de-leveraging loss of $27.6 million from these extinguishments in Other income (expense) in the Consolidated Statements of

Operations for the year ended December 31. 2005. This includes the following de-leveraging transactions:

12M Senior Secured Notes tine 2010
The Company repurchased $ 15.0 million aggregate carrying value and tully accreted face value at maturity, of its 12% Senior Secured Notes due 2010 for

a redemption price of $ 17.2 migion, including $0.4 million of accrued interest. As a result of the transaction, the Company incurred a $2.2 million

de-leveraging charge, consisting of a redemption premium of $ 1.8 million and unamortized debt issuance costs of $0.4 million.

14Y0 Senior Secured Notes due 2010
The Company repurchased the remaining $ 19.8 million aggregate carrying value, or $22.8 million aggregate fully accreted face value at maturity, of its

14% Senior Secured Notes due 2010 for a redemption price of $24.8 million. including $0.3 million of accrued interest. As a result of the transaction, the

Company incurred a $4.9 million de-leveraging charge: consisting of a redemption premium of $ 1.6 million, unamortized discount of $3.0 million and

unamortized debt issuance costs of $0.3 million.

10M Semor Secured Discount Converrible Notes due 2009
The Company exchanged $45.2 million aggregate carrying value, or $56.0 million aggregate fully accreted face value at maturity, of its 10% Senior

Secured Discount Convertible Notes due 2009 by issuing 18.3 million shares of Class A common stock. As a result of the transactions, the Company

recorded a de-leveraging charge consisting of a redemption premium of $20.5 million. In addition, the Company wrote-off a beneficial conversion feature

of $ 10.7 million to interest expense and unamortized debt issuance costs of $ 1.5 million to Additional paid-in capital.

2004 De-leveraging Transactions

During 2004, the Company entered into agreements with certain holders of its notes to de-leverage $493.6 million carrying value, or $513.2 million fully

accreted face value at maturity. for $319.0 million in cash consideration and 12A million shares of Class A common stock. The Company recorded a

de-leveraging loss of $76.6 million from these extinguishments in Other income (expense) in the Consolidated Statements of Operations for the year ended

December 31, 2004. This includes the following de-leveraging transactions:

14% Senior Secured Discoimt Notes due 2009
The Company exchanged $ 132.8 million aggregate carrying value including accrued interest, or $ 157.1 million aggregate fully accreted face value at

maturity. of its 14% Senior Secured Discount Notes due 2009 by issuing 4.2 million shares of Class A common stock and paying $ 15.8 million in cash.

12% Senior Secured Notes due 2010
The Company redeemed $73.3 million aggregate carrying value including accrued interest, or $70.0 million aggregate fully accreted face value at

maturity, of its 12% Senior Secured Notes due 2010 for a redemption price of$81.7 million. As a result of the redemption. the Company incurred a

redemption premium of $8.4 million, which was classified as a de-leveraging charge.
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J0% Senior Secured Discount Convertible.'Votes due 2009
The Company exchanged $ 11.1 million aggregate carrying value including accrued interest, or $ 13.4 million aggregate fully accreted face value at

maturity. of its 10% Senior Secured Discount Convertible Notes due 2009 by issuing 3.5 million shares of Class A common stock.

)0% Seniur Secured Convertible Pit&te due 2009 (held by OnStar)
The Company redeemed the remaining $90.4 million carrying value including accrued interest, or $89.0 million fully accreted face value at maturity, oi'its

10% Senior Secured Convertible Note due December 31, 2009 held by OnStar. In accordance with the terms of the note, OnStar converted $7.8 million in

principal amount of the note. representmg the entire principal amount of the Note that had vested conversion rights at the time of the redemption. into

980,670 shares of Class A common stock and paid the remaining $81.2 million in principal amount plus accrued interest in cash.

7. 75% Cunvertible Subordinated Notes due 2006
The Company redeemed the remaining $45.7 million carrying value including accrued interest, or $45.7 fully accreted face value at maturity, of its 7.75%

Convertible Subordinated Notes due 2006 by issuing 3.7 million shares of Class A common stock.

Loan — Boeing Capital Curporation
The Company retired the remaining $35.3 million carrying value including accrued interest or $35.0 million f'ully accreted face value at maturity, of its

loan with Boeing Capital Corporation.

Related Party Note
The Company retired the remaining $ 103.0 million carrying value, plus accrued interest of $2.0 million of its revolving credit and equity facility with GM.

(I I) Equity
Preferred Stocl't

December 31, 2006 and 2005, the Company had authorized 60,000.000 shares of preferred stock, par value $0.01, ofwhich 15,000,000 shares were

designated non-voting Series A convenible preferred stock, 3,000.000 shares were designated non-voting 8.25% Series B convertible redeemable preferred

stock, and 250,000 shares were designated 8.25% Series C convertible redeemable preferred stock. all of which are convertible into Class A common stock at the

option of the holder. Additionally. 250,000 shares were designated as non-voting Series D participating preferred stock in connection with the adoption of the

Shareholders'ights Plan and are Iunior to all other classes ofpreferred stock. The Series C convertible redeemable preferred stock contains voting and certain

veto rights. The Series A preferred stock receives dividends. if declared. ratably with the common stock.

The Series A convertible preferred stock is redeemable at the option of the holder at any time for an equal number of shares of Class A common stock. The

Company may redeem the Series B convertible preferred stock or the Series C convertible redeemable preferred stock at its option and at any time at a

redemption price per share equal to the Liquidation Preference plus a premium for each series, which premiums decline annually through February 2, 2010,

however, all remaining outstanding shares must be redeemed on February l. 2012.

Stock Dividends on Preferred Stock

The Company paid 2006 quarterly dividends on the 8.25% Series B convertible redeemable preferred stock on February I, 2006 and May I, 2006 by issuing

18.126 and 5,128 shares of Class A common stock, respectively, to the respective holders of record. The Company ceased the payment ofdividends subsequent

to the May I, 2006 payment as all the remaining shares were repurchased by the Company (as discussed below).
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The Company paid 2005 quarterly dividends on the 8.25% Series B convertible redeemable preferred stock on February I, 2005. May 1,2005, August I, 2005

nnd November I, 2005 by issuing 14.714. 16.784. 14.614 and 15.299 shares of Class A common stock, respectively, to the respective holders of record.

The terms of the Company s 8. 5oio Series C convertible redeemable preferred stock provided for cumulative dividends payable in cash. The net loss attributable

to common stockholders rellects thc accrual of the dividends to preferred stockholders for the years ended December 31, 2006, 2005 and 2004.

The following table provides a summary of the changes in the liquidation preference for Series C convertible redeemable preferred stock for the year ended

December 31, 2006 (in thousands):

December 31,

2005

Accrued

Dividends Converssons

December 3t,
2006

Se'nees C Convertible Redeemable Preferred Stock: .;

Face amount
Cumuiative dividends payable

$ 79.246
35,268,;:; ". 5,433.

$ (79,246) $
(40,701)

Carryinj amount ofliqdidationpreference $ 114+14 $ 5,433 $ (I I 9ct47) '

Repnrchases ofSeries 8 Convertible Redeemable Preferred Stock

In April 2006, the Company repurchased 366.304 shares of its 8.25% Series B convertible redeemable preferred stock, for approximately $ 18.3 million (or

$50.00 per share). In June 2006. the Company repurchased the remaining 107,985 shares of 8.25%o Series B convertible redeemable preferred stock, for

approximately $5.6 million lor $51.65 per share). These repurchases included an aggregate premium of $755,000 and accrued dividends of $68,000. but excluded

approximately $260,000 of accrued dividends that were forgiven.

Conversions ofSeries C Convernble Redeemable Preferred Stock

ln October 2006, the Company converted 29.246 shares of its 8,25% Series C convertible redeemable preferred stock into 5.4 million shares of its Class A

common stock. In November 2006, Ihe Company converted its remaining 50.000 shares of its 8.25% Series C convertible redeemable preferred stock into

9,1 million shares of its Class A common stock. These conversions included an aggregate premium of$5.9 million (included in net loss attributable to common

stockholders) and accrued dividends of $40.7 million.

During the year ended December 31, 2004, the Company entered into agreements with certain holders of its 8.25% Series C convertible redeemable preferred

stock to exchange 40.8 million shares of Series C convertible redeemable preferred stock plus accrued dividends through the date of the exchange (carrying value

of$52.4 million) for 5.9 million shares of Class A common stock.

Conversions ofSeries 8 Conn errible Preferred Stock

During the year ended December 31. 2004, the Company entered into agreements with certain holders of its Series A convertible preferred stock to exchange

5.4 miIlion shares of Series A convertible preferred stock (carrying value of$51.4 million) for 5.4 million shares of Class A common stock.

Class A Cotnmon Stock Issoanccs

During 2006, 2005 and 2004. the Company issued 48.8 million. 18.3 million and 12.4 million shares, respectively, of Class A common stock to convert or

redeem certain notes and 0.8 million, 2.5 million shares. 15.3 million, respectively, of Class A common stock related to the exercise of certain warrants. In

addition. the Company issued 14.5 million shares in 2006 and 11 3 million shares in 2004 to convert certain preferred stock.
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%F On June 14. 2005, the Company completed a public offering of 9,668,063 shares of its Class A common stock at $31.20 per share. The 9,668,063 shares offered

by the Company resulted in net proceeds of $300 million.

On Januarv 28, 2004, the Companv completed a public offering of 20 million shares of its Class A common stock at $26.50 per share. The Company issued

7 million shares that resulted in net proceeds of $ 177 million and certain selling stockholders offered the remaining 13 million shares.

II arrants
1456 Senior Secured Notes due 20i0 III'arrants — As part of the issuance of 145'a Senior Secured Notes due 2010. the Company granted warrants to purchase

shares of the Company's Class A common stock. As of December 31, 2006, 2.9 migion shares were available for purchase at a price of $44.71 per share. The

exercise price of each warrant may be paid either in cash or without the payment of cash by reducing the number of shares of Class A common stock that would

be obtainable upon the exercise of a warrant. The warrants are fully vested and expire March 15, 2010.

14N Senior Secttred Discount Notes due 2009 8'arrants — As part of the exchange of 14"/a Senior Secured Notes due 2010 for 14/o Senior Secured Discount

Notes due 2009, the Company granted warrants to purchase shares of the Company's Class A common stock. As oi'December 31, 2006, approximately

7.5 million shares were available for purchase at a price of$3.17 per share. The exercise price ol'each warrant may be paid either in cash or without the payment

ofcash by reducing the number of shares of Class A common stock that would be obtainable upon the exercise of a warrant. The warrants are fully vested and

expire December 31. 2009.

Boeing Satellite Systetns — Pursuant to the Company's satellite contract for XM-4, it issued a fully vested warrant to Boeing Satellite Systems in July 2003 to

purchase 500,000 shares of its Class A common stock at $ 13.524 per share. The fair value of this warrant was determined to be approximately $5.8 million using

a Black-Scholes based methodology and is included in the cost ofXM-4. These warrants expire July 31, 2008.

Space Systents/i.oral — Pursuant to the Company's satellite contract for XM-5. it issued a fully vested warrant to Space Systems/Loral to purchase 400,000

shares of its Class A common stock at $32.42 per share during 2005. The fair value of this warrant was determined to be approximately $4.9 million using a

Black-Scholes based methodology and is included in the cost ofXM-5. These warrants expire December 31, 2011.

Sharahaltiars 'ights Plan

ln August 2002. the Company adopted a Shareholders'ights Plan (commonly known as a "poison pill") in which preferred stock purchase rights were granted

as a dividend at the rate of one right for each share of common stock held of record as of the close ofbusiness on August 15, 2002. The rights would be

exercisable only upon the occurrence of certain events relating to an unsolicited take-over or change of control of the Company.

(12) Stock-Based Compensation

The Company has three stock-based compensation plans. It is the practice of the Company to satisfy awards and options granted under these plans through the

issuance of new shares. During the years ended December 31, 2006, 2005 and 2004, the Company recognized compensation expense of $68.0 million. $6.0

million and $2.0 million, respectively. In each of the periods described above. compensation expense was recorded in the Consolidated Statements of Operations

related to these plans. The compensation expense for the year ended December 31. 2006 includes $ 10.4 million I'r immaterial adjustments that occurred from

1999 through 2005 as determined by a review of the Company's stock option practices. The Company has deemed the amounts immaterial to prior periods and to

the quarter and year ended December 31, 2006. For a summarized schedule of the distribution of stock-based compensation expense, see the appended footnote

to the Consolidated Statements of Operations on page F-5 of this Form 10-K. The Company did not capitalize any stock-based compensation cost during the

years ended December 31. 2006, 2005 and 2004, respectively. The Company did not realize any income tax benefits from stock-based payment plans during the

years ended December 31, 2006, 2005 and 2004, respectively, as a result of a full valuation allowance that is maintained for substantially all net deferred tax

assets.
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1998 Shares Award Plan and XM Talent Opriun Plan

On )une l. 1998, the Company adopted the 1998 Shares Avvard Plan ("1998 Plan") under which employees, consultants and non-employee directors may be

granted stock options and restricted stock for up to 25,000,000 shares of the Company's Class A common stock. Stock option awards and restricted stock awards

under the 1998 Plan generally vest ratably over three years based on continuous service. Restrictions on restricted stock awards lapse as vesting occurs. Stock

option awards are generally granted with an exercise price equal to the market price of the Company's stock at the date of grant and expire no later than ten years

from the date of grant. At December 31. 2006. there were 230,598 shares available under the 1998 Plan for future grant.

ln May 2000, the Company adopted the XM Talent Option Plan ("Talent Plan") under which non-employee programming consultants to the Company may be

granted stock options for up to 500.000 shares of the Company's Class A common stock, which shares are reserved under the Talent Plan. Stock option awards

under the Talent Plan generally vest ratably over three years based on continuous service. These stock option awards are generally granted with an exercise price

equal to the market price of the Company's stock at the date of grant and expire no later than ten years from the date of grant. At December 31. 2006, there were

340.000 options available under the Talent Plan for future grant.

Sruck Oprluns — The fair value oi'each stock option award is estimated on the date of grant using a Black-Scholes option-pricing model based on the following

weighted average assumptions:

Yours Ended December 3),

2006 2005 2004

Expected dividend yield
Expected volatility(i )

Risks-frep interest'rati(2)

'xpectedtermt3)

:0% "...0%a"'
" ." ''.

Ga/o

42% to 52% 39% to 47%a 83%

4.59/p to 5.'10%,':.' '+2% to'433%, '2 79+o to 3'93%

6 Years 5 Years 5 Years

(1) As of January i. 20M. the Company changed its method to measure volatility &om histonc vo)stiiity to tmp)led volatility. Expected volatiiitics src based on implied voiatiiities

from publicly traded options on the Company s stock,

t2) The risk-free rats for periods within the contractual term of the stock option is based on the U.S, Trsssury yield curve in effect st the time of grant.

t3) The expected term for 200(»s calculated as the ascrsgc between the vesting term and the contractus) term. weighted by unnchc. pursuant to SAD ) 07.
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A summary of the status of the Company's aggregate stock option av'ards under the 1998 Plan and ihe Talent Plan as of December 31, 2006. 2005 and 2004 is

presented below;

Shares

Weighted-
Avel"tge
Exercise

Price

Weighted-
Average

Remaining
Cuntractual Term

D ears/

Aggregate
intrinsic

Vaiue

(ilt l)tall'ta/a/0

Outstanding, January I. 2004
Granted
Exercised
Forfeited. cancelled or expired

11,965,038 $ '1

1-2:I'.945,285

$ 23.86
(1,531,458) .... $ . 11..27

(692.704) $ 12.75

Outstanding, December,31, 2004
Granted
'E'xercised
Forfeited, cancelled or expired

14 686,161 $ 15 37
2,019,505 $ 29.21

'('1,793.,'278'I $ 10 3'7

(343.376) $ 21.36

Outstanding; December 31;. 2005
Granted
Exercised
Forfeited, cancelled or expired

14,569',012,. "
$ .17'.8'I

2.764,249 $ 18.34
(600.01 7) $ 7;53
(838,810) $ 26.76

Outstandina, December 31 2006
Vested and expected to vest. December 31, 2006
Exercisable,'ecember 31 2006

15.894,434 $ 17.8 1.

15.603.878 $ 17.81

.10,922,126 . $ 15.89

'68 ''" ': 36,337
6.68 $ 35,673
5.84 e: $ ..34,910

The per share v eighted—average fair value of stock option awards granted during the years ended December 31, 2006, 2005 and 2004 was $9.36, $ 12.83 and

$ 16.08, respectively, on the date of grant. The total intrinsic value on the date of exercise of stock option awards exercised during the years ended December 31,

2006, 2005 and 2004 was $7.2 million. $ 37.0 million and $30.3 million, respectively. As of December 31, 2006, there was $34.8 million of total unrecognized

compensation cost related to stock option awards granted under the 1998 Plan and Talent Plan. The weighted—average period over which the compensation

expense for these awards is expected to be reco nized was 1.56 years.
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ftestricted Stock — A summary of the status of the Company's restricted stock as of December 31, 2006, 2005 and 2004 is presented below:

Shares

Vt etghted Aterage
Grant Date

Fair Value

Nonvested, Januiry I, 2004
Granted
Vested
Forfeited

10.000 26.97

Nonvested, December 31, 2004
Granted
Vested
Forfeited

10,000
865,627

., (3,333)
(45,000)

$
''

26:97'28.90

$ 26.97
$ 32.13

Nonvested, December 31, 2005
Granted
Vested
Forfeited

.. 827a294..
3.036.877

. (291a062)
(I 82.750'I

. $ ''.28.7'I
$ 17.83

' ' 27'5.3
$ 24.96

N onvested, December '3'I, 2086 '3;390359'" '$ ':" '1927

The fair value of each restricted stock av, ard is the market value, as determined by the last sale price of the Company's Class A common stock on The NASDAQ

National MarkeL of the stock as if it were vested and issued on the grant date. As of December 31. 2006 and 2005, there were $49.3 million and $ 18.0 million.

-respectively, of total unrecognized compensation cost related to restricted stock granted under the 1998 Plan. The December 31. 2006 unrecognized

compensation cost is expected to be recognized over a weighted—average period of 2.36 years.

Etnployee Stock Purchase Pfan

In 1999, the Company established an employee stock purchase plan ("ESPP") that, as amended, provides for the issuance of I 000,000 shares. All employees

whose customary employmeni is more than 20 hours per week and for more than five months in any calendar year are eligible to participate in the stock purchase

plan, provided that any employee who would own 5$ a or more of the Company's total combined voting power immediately after an offering date under the ESPP

is not eligible to participate. Eligible employees must authorize the Company to deduct an amount from their pay during offering periods established by the

compensation committee. The purchase price for shares under the plan will be determined by the compensation committee but may not be less than 85'/e of the

lesser of the market price of'the common stock on the first or last business day of each offering period. a "look—back option."

Under the provisions of SFAS 123R. the Company s ESPP is considered a compensatory plan due to the greater than 5"/e discount and the "look—backoption.'ffective
January I, 2006, the Company began recognizing compensation cost related to the ESPP. Compensation expense recognized pursuant to the ESPP is

not material to the Consolidated Statements of Operations. As of December 31, 2006, 2005 and 2004, the Company had issued a cumulative total of 717.041.

616.745 and 570.311 shares. respectively, under this plan. The weighted—average grant date fair value for shares issued during the years ended December 31,

2006, 2005 and 2004 v'as $ 13.02. $26.27 and $23.79, respectively, per share. The remaining shares available for issuance under the ESPP at December 31. 2006

were 282.959.

(13) Profit Sharing and Employee Savings Plan

On.luly I, 1998, the Company adopted a profit sharing and employee savings plan under Section 401(k) ot the Internal Revenue Code. This plan allov s eligible

employees to defer the maximum percentage of their compensation allowable under
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law on a pre-tax basis through contributions to the savings plan. The Company contributed $0.50 in 2006, 2005 and 2004 for every $ 1.00 the employees

contributed up to 6% of compensation, which amounted to $ 1.7 million, $ 1.2 million and $0.8 million. respectively.

(14) Related Party Transactions

The Company developed strategic relationships with certain companies thai were instrumental in the construction and development of its system. In connection

with the Company granting to thorn large supply contracts. some of these strategic companies have become large investors in XM and have been granted rights to

designate directors or observers to XM's board of directors. The negotiation of these supply contracts and investments primarily occurred at or prior to the time

these companies became related parties.

The Company is 0 party to a long-term distribution agreement with General Motors thai provides for the installation of XM radios in General Motors vehicles as

further described in Note 17. The Company has an agreement with GM to make available use of the Company's bandwidth. The Company has arrangements with

American Honda relating to the promotion of the XM Service to new car buyers. the use ofbandwidth on the XM System and the development of telematics

services and technologies. As of December 31. 2006, the Company is engaged in activities with GM and Honda to jointly promote new car buyers to subscribe to

the XM service. Subscriber revenues received from GM and Honda for these programs are recorded as related party revenue. GM is one of the Company's

shareholders and Chester A. Huber. Jr., the President of OnStar Corporation, a subsidiary of General Motors. is a member of the Company's board of directors.

John Vi'. Mendel. a member of the Company's board of directors, is Senior Vice President, automobile operations of American Honda Motor Co., inc.

The Company had the following related party balances at December 31, 2006 and 2005 (in ihousands):

Doe from Prepnid expense Dm to

2006 2II05 2006 2005 2006 2005

GM
Honda

.'",: Total; ..

'. '8,149'$ 6,957 ', 227;658'rs.-,:$ 59;S61 $ 44,97$ ,:,'. $ LI4,282
5.842 1.672 — 5,000 1,484 369

$ 13,991' $ 8,629 . $.227,658: '- $ 64+6$ $ -46,459' '114;652

The Company earned ihe following total revenue, primarily consisting o('subscriptions. in connection with sales to related parties described above (in thousands):

Years ended December 3t,

20II6 2II05

GM
Honda

Total .I

$274'$2: $27,580 '-. '21374
17,159 10,957 6,869

$44~: L "$3fk537',;:;: . $28+43

The Company has relied upon certain related parties for technical, marketing and other services. The Company has incurred the following costs in transactions

with the related parties described above (in thousands):

Years ended December 31,

2006 2UU5 2004

GM Honda GM Honda GM Honda

Research & development
Customer care & billing operations
ltilaskcting

'"'

$
' '5,000 .-$

149 — 242
224,087: . 2.600 ." 205,83 l

$ '5;008 ' — ' $ 9+79
363

1,782 ' -1.58 II97.; .

." Total "' . $ 224,236 $ 7.,600 $ 206,.079 $ 6„782 $ 159/60 $ '9@79
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n

gGM — In ] 999, the Company established a distribution agreement with GM (see Note 17). Under the terms of the agreement, GM distributes the XM Radio

Service in various models of its vehicles. This agreement was amended in June 2002 and January 2003 and continues to be clarified as XM's business operations

and working relationship with GM continues to evolve.

Hu»dri — The Companv has arraneements v;ith Honda relating to the promotion of the XM service to new buyers, the use ofbandwidth on the XM system and

the development of ielemaiics services and technologies.

In addition to the aforementioned related parties. the Company has transactions with an equity method investee, XM Canada, which are more fully discussed in

Noie 7.

(15) Income Taxes

The (benefit from) provision for the income taxes included in the Consolidated Statements of Operations is as follows (in thousands):

Years ended December 31,

2006 2005 2004

Current taxes:

'ederal

State.

Total current taxes

Deferred
taxes.'ederal

State

Total deferred

taxes'otal

tax (benefit)»expense .

(12)

$ (14)

2,003
327

2;330 .

23,486
':,'831

'7;317

$ 27,31'7

A reconciliation of the statutory tax (benefit) expense. assuming all income is taxed at the statutory rate applicable to the income and the actual tax (benefit)x
2

g
expense is as follov;s (in thousands'):

Years ended December 31,

2006 2004

Net loss before income taxes, as reported in the conso)idatesd'stati ments ofoperations $(718„886) . ',-$('664,385)', . $'(615,051)

Theoretical tax benefit on the'bove amount at35%'tate

tax, net of federal benefit
Increase in taxes resulting from permanent differences, net',:

Change in valuaiion al)owance

(251413 0) ": .(232,53'5)
(25.16)) (23,253)
39,302 2'1.351

237.455 236.767

. (2'1 5,268)
(21.527)
53,659

210,453

Taxes on income for the.reported year {14) $ 2330 $ .. 27,317

The tax (benefit) expense resu)is from the following required adjustments to the Company's valuation al)owance (in thousands):

Years ended December 31,

2006 2005 2004

Inde'finite—lived assets (DARS license)
Currency translation adjustment Irom investmeni in XM Canada included in other

comprehensive income

Tax expense {benefit) on iiicome for.the re'ported year

'p:1.2
(2.326)

. $ "i(14')

2,330

"$2',380'

27.'3 I'7
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During 2004 the Company determined that it was not appropriate under generally accepted accounting principles to offset deferred tax assets against deferred tax

liabilities related to indefinite lived assets that cannot be scheduled to reverse in the same period. Accordingly, the Company recognized a $2.3 million $2.3

million and $27.3 million increase to the valuation allov,ance in 2006, 2005 and 2004, respectively related to the indefinite lived asset. The Company does not

expect to settle this liability in the foreseeable future.

Deferred income tax consists of future tax assets (liabilities) attributable to the f'ollowing (in thousands):

December Sl,

2006 2000

Deferred tax a'ssets — current: 'eferredrevenue — XM Service
Deferred revende — CSR 'therdeferred tax assets — current

$ 131,174
3;8'I 7
5,107

$ 106,238

',903',513

Gross total deferred.tax assets — cutcrent

Valuation allowance for deferred tax assets — current

'.1 40,098
(139,647)

1'14,664
( I 13.529)

Net.deferred tdx assets —," cuirent ';125

Deferredtax: assetg — noncurrent:
Net operating loss/other tax attribute carryovers
Booker'penses cap)talized a'nd amortized for tax purposes
Deferred revenue — XM Service
Deferred revenue —'SR
Property, equipment and property under construction
Deferred interest"expense
Loan financing costs
Stack-'.:based compensation'
Investments
0th'e'i'ideferred tax.'assets

790,921
. 97.,170

2'1 096
. 50,350
28,098
"2,958
38,685
24;895
36.216
33,556

612.340
90;873
32.606
54/13
43,569
.2'4„l 42'.
53.386

5,833
.. '22,588

.. Gross total defet1 ed tax assets — noncurrent
Valuation allov;ance for deferred tax assets — noncurrent

1,136,145
(1.134.809)

939,,645
(930,425)

Neet'i:fened fax assdts' '.noncurrent : .:1.'33.6

Net deferred tax assets 1,787

Deferred'I'axi liabihties': 'ARSlicense
'ntangfble assets .

Debt instruments
WorldSpace investment

(31,958)
'(1„786)

(29,646)
(2,271)
(8.074)
(3,747)

Net deferred tax liabilities (33e744) (43,738)

..'efefred inc'ome tax, 'net::" $ :(31-,987) ' $ (33,393)
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The Company offsets the non —current net def'erred tax asset against the non—current deferred tax liability in Other non—current liabilities on the Consolidated

Balance Sheets. The net deferred tax asset — current is included in Prepaid and other current assets on the Consolidated Balance Sheets.

At December 31, 2006. the Company had accumulated net operating losses ("NOL") of $2,065.1 million for Federal income tax purposes that are available to

offset future regular taxable income; $ 10.7 million of this NOL is not recorded as a deferred tax asset as the tax deductions related to stock—based compensation

wil] be recognized as an increase to Additional paid —in capital when realized. These operating loss carry]orwards expire betv'een the years 2013 and 2026. Some

of these net operating losses are subject to ]nternal Revenue Code Section 382 for loss limitations because there have been significant changes in the stock

ov;nership of the Company.

In assessing v;hether the Company evil] realize a benefit from the deferred tax assets, management considers whether it is more likely than not that some portion

or all of the deferred tax asseis will not be realized. The ultimate realization of deferred tax assets is dependent upon the generation of future taxable income

during the periods in which those temporary differences become deductible. Management considers the scheduled reversal of deferred tax liabilities. projected

future taxable income, and tax planning strategies in making this assessment.

(16) Supplemental Cash Flows Disclosures

The Company paid $67.1 million, $40.5 million and $5.1 million for interest. net of amounts capitalized to System under construction of $22.3 million. $24.1

million and $3],8 million. during the years ended December 31, 2006, 2005 and 2004, respectively. Additionally. the Company incurred the following non-cash

financing and investing activities (in thousands):

Years ended December at,

200G 2005 2004

Accmed.syste'm construction costs
Conversion of 10% senior secured discount convertible notes due 2009 to Class A common

stock
Non-cash ]o'ss from.de-leverag]ng transactions
Write-of]'of deferred financing costs to equity in connection with the conversion of 10% senior

secured discount convertible notes due 2009
Discoimt on:debt, securities
Property acquired through capital leases
Atssumption of debt on purchase ofbuilding " '.

Issuance of warrants for satellite contract
Issuance ofwarrants for deferred ftnaricing feeees

Receipt of Canadian Satellite Radio stock

146,649
94,790:,

4,522

32,723

55.991
'24,1:54

],548

14,399
6,630
4.868

150
152.054

.. $ 56,590 '30,3'60

I 76.698
66.274

1,066
33,622

6,412

(17) Commitments and Contingencies

DAifS l icenses

The Company*s DARS license is valid for eight years upon successful launch and orbital insertion of the satellites and can be extended by the FCC. The DARS

license requires that the Company comply with a construction and launch schedule specified by the FCC for each of the first two authorized satellites, which has

occurred. The FCC has the authority to revoke the authorizations and in connection v'ith such revocation could exercise its authority to rescind the Company's

license. The Company believes that the exercise of such authority to rescind the license is unlikely. The Company has requested and received FCC authority to

launch additional satellites for use in its svstem and believes that future requests would likely be approved. In )anuary 2005, the FCC granted the Company's

request to launch and operate XM-3 and XM-4 and to collocate XM-I with XM-2 at the 115'est Longitude orbital location. In February 2005„XM-3 was

successfully launched and
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moved into the 85'est Longitude orbital location. and in October 2006. XMM was successfully launched and moved into the 115'est Longitude orbital

location to mitigate the issues with XM-I and XM-2.

The FCC has not yet issued final rules permitting the Company to deploy its terrestrial repeaters to fill gapa in satellite coverage. The Company is operating its

repeaters on a non-interference basis pursuant to a grant of special temporary authority from the FCC. This grant originally expired March 18, 2002: however,

on March 11, 2002. the Company applied for an exiension of this special temporary authority and the Company can continue to operate its terrestrial repeaters

pursuant to the special temporary authority pending a final determination on this extension request. This authority is currently being chagenged by operators of

terrestrial wireless systems who have asserted that the Company's repeaters may cause interference. The Company has certain matters before the FCC, which are

discussed below under the heading "Regulatory Matters and Inquiries—Federal Communications Commission."

Techno/ogJ Licenses

Effective January I, 1998. the Company entered into a technology licensing agreemeni with Motient and WorldSpace Management Corporation ("WorldSpace

MC") by which as compensation for certain licensed technology then under development to be used in the XM Radio System, the Company pays certain amounts

to V'orldSpace MC. The actual amounts to be incurred under this agreement are dependent upon further development of the technology, which is at the

Company's option. The agreement includes provisions I'r sharing certain costs related to the further development of technology and for royalty payments from

the Company to WorldSpace MC. At December 31. 2006 and 2005 the Company had recorded an accrual, including interest of $2.0 million and $3.1 million,

respectively, payable to WorldSpace MC for royalty payments.

Sate/lite System

Satellite Dep/atvnent P/an — The Company currently operates four satellites in-orbit. It launched its first two satellites, XM-I and XM-2 in the first half of

2001 prior to the commencemeni of commercial operations. These satellites suffer from a progressive solar array power degradation issue that is common to the

first six Boeing 702 class satellites in orbit — XM-2 and XM-I were the fifth and sixth Boeing 702s launched. In February 2005, the Company launched

XM-3. XM-3 was placed into one of the Company s orbital slots and beginning in April 2005 is being used to transmit the XM service. During the second

quarter of 2005, the Company collocated XM- I with XM-2 in the other orbital slot. The Company successfully launched its fourth satellite ("XM-4") into

geosynchronous transfer. orbit on October 30, 2006. which was handed over to the Company in December 2006 and is being used to transmit the XM service.

XM-] and XM-2 now function as in-orbit spares. During the second quarter of 2005. XM entered into a contract to construct a fifth and spare satellite,

("XM-5"), expected to be completed by late 2007 or early 2008 for use as a ground spare or to be available for launch as needed.

Satellite Contracts and Other Costar XM-/, XM-2, XM-3; XM-4 andXM-5 — As of December 31. 2006. the Company has paid approximately $869. 8

million, including manufacturing and launch costs. financing charges, in-orbit perl'ormsnce incentives and additional costs for collocation, under the satellite

contracts related to XM-1. XM-2. XM-3. XM-4 and XM-5. The Company originally entered into its satellite contract with Boeing Satellite Systems
International, lnc. ("BSS") in March 1998. and has subsequently amended the contract. including most recently in July 2006. Under the satellite contract, BSS

has delivered four satellites in-orbit, XM-1. XM-2, XM-3 and XM-4, supplied ground equipment and sofhvare used in the XM Radio system and provided

certain launch and operations support services. In August 2003, XM contracted with Sea Launch Company, LLC ("Sea Launch") for the associated launch

services for the XM-4 satellite, and in September 2006, the Company exercised an option in the Sea Launch contract for launch services for XM-5. In June

2005. the Company swarded a contract to Space Systems/Loral ("SS%.") for the design and construction of its filth satellite, XM-5. Construction ofXM-5 is

expected to be completed by late 2007 or early 2008.

XM-3 — In February 2005, the Company launched its XM-3 satellite. XM-3 wss modified to correct the solar array degradation issues experienced by XM-I

and XM-2, as well as to optimize XM-3 for the specific orbital slot into which it has been placed. As of'December 31, 2006, with respect to XM-3, the

Company had deferred payment of construction costs of $ 15 million st an interest rate of8'p until January 2007 at which time it was paid to BSS. BSS has the

right to earn
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RE
performance incentive payments of up to $25.9 inillion. excluding interest, based on the in-orbit performance ofXM-3 over its design life of fifteen years. The

Company has in-orbit insurance relating to XM-3 through February 2008.

Jt'M—4 — Under its contracts with BSS and Sea Launch. the Company has committed to pay a total of $ 184.3 million for XM-4 and the associated launch

services. excluding in-orbit performance incentives and financing charges on certain amounts deferred prior to launch. As of December 31. 2006. satellite

construction and launch costs aggregating $ 184.3 million had been incurred, ofwhich $ 183.8 million has been paid and $0.5 million was due and subsequently

paid in February 2007.

After launch ot'XM-4 on October 30. 2006. BSS has the right to earn performance incentive payments ofup to $ 12 million, plus interest, over the first twelve

years of in-orbit life, up to $7.5 million for high performance (above baseline specifications) during the first fifteen years of in-orbit life. and up to $ 10 million

for continued high performance across the five year period beyond the fifteen year design life. The Company has launch plus one year of in-orbit insurance for

XM-4 and five years of in-orbit insurance for a portion ofXM-4. These policies run concurrently.

Xb/-5 — During the second quarter of 2005, XM entered into a contract with SS/L to construct a spare satellite. Upon the award of the contract, SS/L began

construction of the XM-5 satcllitc. Approximatelv two years before, on July 15, 2003, SS/L, its parent, Loral Space gt Communications Ltd. and certain other

affiliated entities (collectively, the "Debtors") commenced voluntary Chapter 11 bankruptcy cases under the Bankruptcy Code in the United States Bankruptcy

Coun f'r the Southern District of New York (the "Court"), which cases are being jointly administered under lead case number 03-41710. Pursuant to an order

entered on July 20, 2005, the Court approved the Company s contract with SS/L. On August I, 2005, the Court entered an order confirming the Debtors'ourth

Amended Joint Plan of Reorganization Under Chapter 11 of the Bankruptcy Code (the "Reorganization Plan"). The Reorganization Plan became effective on

November 21. 2005. Pursuant to the terms of the Company's contract with SS/L, the Company is required to make construction payments on XM-5 into an

escrow account until the occurrence of an "Emergence Date" as defined in the contract. Although the contractually-defined "Emergence Date'as not occurred,

XM has authorized the escrow agent to release certain escrowed funds to SS/L to cover SS/L's costs incurred as is reasonably necessary for SS/L to continue

performing work under the contract. As of December 31. 2006. with respect to XM-5, the Company has paid $40.0 million and deferred payment of construction

costs of $64.9 million. The deferral is included in Accrued satellite liability, and bears interest of 8%. The deferred construction payment and accrued interest

was paid in full in February 2007.

GN/ Distribution Agree&neni

The Company has a lone-term distribution agreement with General Motors. The agreemcnt had been assigned by GM io its subsidiary OnStar, but was assigned

back to GM in June 2006. During the term of the agreement, which expires twelve years from the commencement date of the Company s commercial operations

in 2001. GM has agreed to distribute the service to the exclusion of other S-band satellite digital radio services. The agreement was amended in June 2002 and

January 2003 to clarify certain terms in the agreement, including extending the dates when certain initial payments were due to GM and confirming the date of

the Company's commencement of commercial operations. and to provide that the Company could make certain payments to GM in shares of the Company's

Class A common stock. The Company's total cash payment obligations were not increased. Under the distribution agreement. the Company is required to make a

subscriber acquisition payment io GM for each person who becomes and remains an XM subscriber through the purchase of a GM vehicle.

ln April 2006, the Company amended the distribution agreement pursuant to which the Company made a prepayment in May 2006 in the amount of $237 million

to General Motors to retire at a discount approximately $320 million of the remaining fixed payment obligations that would have come due in 2007, 2008, and

2009. The April 2006 amendments eliminated the Company's ability to make up to $35 miIlion of subscriber acquisition payments in shares of the Company s

Class A common stock. In addition, the Company's credit facility with General Motors'was increased from $ 100 million to $ 150 million. The facility will

terminate. and all draws will become due, upon the earlier of December 31, 2009 and six months after the Company achieves investment grade status. The

amendments also provide that the security arrangements on the GM facility will be unsecured until the first draw under the new credit facility and then secured

on a second priority basis behind
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the secured indebtedness permitted to be incurred under the new credit facility. As of December 31, 2006, the Company has $26.0 million of current prepaid

expense to related party and $ 149.6 million of non-current prepaid expense to related party in connection with the guaranteed fixed payments. as the result ofa

prepayment of $237 million to GM in May 2006.

ln order to encourage the broad installation ofXM radios in GM vehicles, the Company has agreed to subsidize a portion of the cost of XM radios. and to make

incentive payments to GM when the owners of GM vehicles with installed XM radios become subscribers to the Company's service, The Company must also

share with GM a percentage of the subscription revenue attributable to GM vehicles with installed XM radios, which percentage increases until there are more

than eight million GM vehicles with installed XM radios (at which point the percentage remains constant). Accordingly. the revenue share expense is recognized

as the related subscription revenue is earned. As of December 31, 2006, the Company has $40.9 million of current prepaid expense to related party and $ 11.1

million of non-current prepaid expense to related party in connection with this revenue sharing arrangement. As part of the agreement, GM provides certain

call-center related services directly to XM subscribers who are also GM customers for which the Company must reimburse GM. The agreement is subject to

renegotiation at any time based upon the installation of radios that are compatible with a common receiver platform or capable of receiving Sirius Satellite

Radio's service. The agreement was subject to renegotiation if as ofNovember 2005. and wig bc subject to renegotiation at two-year intervals thereaf'ter, if GM

did or does not achieve and maintain specified installation levels of GM vehicles capable of receiving the Company's service. The specified installation level of

1,240,000 units by November 2005 was achieved in 2004. The specified installation levels in future years are the lesser of 600,000 units per year or amounts

proportionate to target market shares in the saiellite digital radio service market. There can be no assurances as to the outcome of any such renegotiations. GM's

exclusivity obligations will discontinue if, by November 2007 and at two-year intervals thereafter. the Company fails to achieve and maintain specified

minimum market share leveLs in the satellite digital radio service market. The Company was significantly exceeding the minimum levels at December 31. 2006.

For the years ended December 31. 2006, 2005 and 2004, the Company incurred total costs of $224.2 million, $206.1 million and $ 159.4 million, respectively.

under the distribution agreement.

Legal Proceedings

The Company is currently subject to claims, potential claims, inquiries or investigations. or party to legal proceedings, in various matters described below. In

addition. in the ordinary course of business the Company becomes aware from time to time of'claims, potential claims, inquiries or investigations, or may

become party to legal proceedings arising out of various maners, such as contract matters, employment related matters, issues relating to its repeater network.

product liability issues, copyright, patent, trademark or other intellectual property matters and other federal regulatory maners.

Litigation andArbitration

Securities class action — A consolidated action is pending in the United States District Court for the District of Columbia on behalf of a purported nationwide

class of purchasers of the Company's common stock between July 28, 2005 and February 16, 2006 against the Company and its chief executive officer. The

complaint, as amended in September 2006, seeks an unspecified amount of damages and claims violations of Sections 10(b) and 20(a) of the Securities Exchange

Act of 1934 and Rule 10b-5 thereunder, alleging various statements made during the putative class period by the Company and its management failed to project

accurately or disclose in a timely manner the amount of higher costs to obtain subscribers during the fourth quarter of2005. The Company has filed a motion to

dismiss this matter.

The Company believes the allegations are without merit, and intends to vigorously defend this matter. There can be no assurance regarding the ultimate outcome

of this matter, or the significance. if any. to the Company's business, consolidated results of operations or financial position.

Atlantic Recording Corporation, BMG Musie, Capital Records. Inc., Elektra Entertainment Group Inc., lnterscope Records, Motaii n Record Company, L.P.,

Sam BMG Music Entertainment. UMG Recordings, Inc., Virgin Records. Inc and 8'artier Bros. Records Imx v. XM Satellite Radio Inc. — Plaintiffs filed this

action in the United States District Court for the Southern District ofNew York on May 16, 2006. The complaint seeks monetary damages and equitable relief,

alleging that recently introduced XM radios that also have MP3 functionality infringe upon plaintiffs'opyrighted sound recordings. The Company's motion to

dismiss this matter was denied in Ianuaty 2007.
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The Company believes these allegations are without merit and that these products comply with applicable copyright law, including the Audio Home Recording

Act. and intends to vigorously defend the matter. There can be no assurance regarding the ultimate outcome of this matter. or the significance. if any, to the

Company's business, consolidated results of operations or fmancial position.

)do/thea E»derlin r. XM Satellite Radio Holdings inc. andXI/ Satellite Radio inc. — Plaintiff filed this action in the United States District Court for the Eastern

District of Arkansas on January 10. 2006 on behalf of a purported nationwide class of all XM subscribers. The complaint alleges that the Company engaged in a

deceptive trade practice under Arkansas and other state laws by representing that its music channels are commercial-free. The Company has filed an answer to

the complaint, and instituted arbitration with the American Arbitration Association pursuant to the compulsory arbitration clause in its customer service

agreement. The arbitration has been stayed pending judicial determination whether a court or the arbitrator decides arbitrability. The matter is currently pending

before the United States Court of Appeals for the Eight Circuit from the denial of a stay by the district court. The Company believes the suit is without merit and

intends to vigorously defend the matter. There can be no assurance regarding the ultimate outcome of this matter. or the significance. if any, to the Company's

business, consolidated results of operations or financial position.

Capt:right Royaln: BoardArbitration — The Company is participating in a Copyright Royalty Board (CRB) proceeding in order io set the royalty rate payable by

the Company under the statutory license covering its performance of sound recordings over the XM system for the six year period starting in January 2007. The

Company and SIRIUS have recently filed their direct cases with the CRB proposing a rate of0.88% of each of their adjusted gross revenues for this statutory

license. SoundExchange. a collective operated on behalfof owners of copyrighted recordings, such as the major record labels, has Illed a direct case proposing a

rate increasmg from 10% of adjusted gross revenues for the first year of the license increasing each year to over 23% during the final year of the license term:

their requested guaranteed minimums could result in a rate in excess of the foregoing percentages. The Company is also participating in a concurrent proceeding

to set the royalty rate payable by the Company under the statutory license covering its performance of sound recordings over XM channels transmitted over the

DIRECTV saiellite television system. The Company anticipates that hearings in these matters will take place in early 2007. and that the CRB will render its

decision by the end of 2007. There can be no assurance regarding the ultimate outcome of these matters, or their significance to the Company's business,

consolidated results of operations or financial position.

Satellite inst/rance Setdement Update — In July 2004, the Company reached agreement with insurers covering 80% of the aggregate sum insured in connection

with the progressive solar array power degradation issue that is common to the first six Boeing 702 class satellites put in orbit (XM-2 and XM-I were the fifth

and sixth Boeing 702s launched). The settlement was at a rate equal to 44.5% of the proportionate amount covered by each of these insurers, representing a total

recovery of approximately $ 142 million from these insurers. The Company was notified that it was not successful in its arbitration claim against the remaining

insurers. and will not receive any further insurance proceeds with regard to this issue. The result of this arbitration did not aAect the July 2004 agreements with

respect to the 80% of the aggregate sum insured.

Regt /la/on: )do/ters and inquiries

Federal Commttnications Cotnmission (-FCC")

FCC Receiver )darter — As the Company has previously disclosed, it has received inquiries from, and responded to, the Federal Communications Commission

regarding FM modulator wireless transmitters in various XM radios not in compliance with permissible emission limits. No health or sai'ety issues have been

involved with these wireless XM radios.

Thc Company has implemented a series ofdesign and installation modifications, and through October 2006, the Company obtained new certifications for six

models of modified XM radios using its new SureConnect technology. In addition, the Company has implemented a regulatory compliance plan. including the

appomtment of an FCC regulatory compliance officer, to monitor FCC regulatory compliance. specifically with reference to the design, verification/certiifficatio,

and production ofXM radio receivers.
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The Company has been submitting documents to the FCC and is in discussions with the FCC to resolve this matter. The Company cannot predict at this time the

extent of any further actions that it will need to undertake or any financial obligations it may incur.

There can be no assurance regarding the ultimate outcome of this matter, or its significance to the Company's business, consolidated results oi'operations or

financial position.

FCC Repearer Nenvork kfaner — The Company has recently.filed for both a 30-day Special Temporary Authority (STA) and a I 80-day STA with respect to its

terrestrial repeater network. The Company is seeking authority to continue to operate its entire repeater network despite the fact that the characteristics of certain

repeaters, as built, differ from the submitted data in the original STAs granted for its repeater network. These differences include some repeaters not being built

in the exact locations, or with the same antenna heights, power levels, or antenna characteristics than set forth in the earlier STAs. Prior to making these recent

filings. the Company reduced the power or discontinued operation of certain repeaters. As a result. the Company believes that service quality in portions of the

affected metro areas has been somewhat reduced. including in terms of more frequent interruptions and/or occasional outages to the seavice. There has been no

impact on the satellite signal. The Company has recently held meetings with the staff of the FCC regarding these matters. In February 2007, the Company

received a letter of inquiry from the FCC relating to these matters. This proceeding may result in the imposition of'financial penalties against the Company or

adverse changes to the Company's repeater network resulting from having repeaters turned off or otherwise modified in a manner that would reduce service

quality in the affected areas. There can be no assurance regarding the ultimate outcome of this matter, or its significance to the Company s business, consolidated

results of'operations or iinancial position.

These recent STA requests are distinct from (and if granted would modify) the STAs originally granted by the FCC relating to the Company's commencing and

continuing operation of the repeater network. As the Company has been disclosing for many years, the FCC has not yet issued final rules permining the

Company (or SIRIUS) to deploy terrestrial repeaters, and the Company has been deploying and operating its repeater network based on those early STAs and

requests the Company has filed previously io extend the time periods of those STAs, which have expired. The Company (and SIRIVS) and others have been

requesting that the FCC establish final rules for repeater deployment.

Federaf Trade Commission F'FTC )

FTC )nqidrt — On April 25, 2006. the Company received a letter from the Federal Trade Commission stating that they are conducting an inquiry into whether its

activities are in compliance with various acts, including the FTC Act, the Telemarketing Sales Rule, the Truth in Lending Act and the CAN-SPAM Act. This

letter requests ini'ormation about a variety of the Company's marketing activities, including free trial periods, rebates, telemarketing activities. billing and

customer complaints.

The Company has been submitting documents to the agency in response to the letter and is cooperating fugy with this inquiry. There can be no assurance

regarding the ultimate outcome of this matter, or the significance. if any, to the Company's business, consolidated results ofoperations or financial position.

Seenriyies and Evchange Commission ("SEC ")

SEC Jnqni&v — As previously disclosed, bv letter dated August 31, 2006 and subsequent follow-up letters, the Staff of the Securities and Exchange Commission

("SEC") requested that the Company voluntarily provide documents to the Staff including information relating to its subscriber targets, costs associated with

attempting to reach those targets during the third and fourth quarters of2005, the departure of Mr. Roberts from its board of directors, its historic practices

regarding stock options and certain other matters. In this connection, the Company retained outside counsel, who engaged an independent accounting advisor, to

conduct a review of its stock option practices. The inquiry did not reveal the existence ofmaterial errors in any prior financial statements.
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The Company has been submitting documents to the SEC in response to their requests and is cooperating fully with this inquiry. There can be no assurance

regarding the ultimate outcome of'these SEC matters. or the significance, if any, to the Company's business, consolidated results of operations or financial

position.

Sales. Marbering& and Distribution Agreenrents

The Company has entered into various joint sales& marketing and distribution agreements. Under the terms of these agreements, the Company is obligated to

provide incentives, subsidies and commissions to other entities that may include fixed payments, per unit radio and subscriber amounts and revenue sharing

arrangements. The amount of the operational. promotional. subscriber acquisition, joint development, and manufacturing costs related to these agreements cannot

be estimated. but future costs are expected to be substantial. During the years ended December 31, 2006, 2005, and 2004, the Company incurred expenses of

$ 176.4 million. $ 198.8 million. and $94.5 million respectively, in relation to these agreements, excluding the GM distribution agreement.

Prograiiirning Agreeinents

The Company has entered into various programming agreements. Under the terms of these agreements. the Company is obligated to provide payments to other

cniiiies that may include fixed payments. advertising commitments and revenue sharing arrangements. During the years ended December 31, 2006. 2005, and

2004. the Company incurred expenses ol'$158.0 million, $90.8 million and $26.5 million, respectively, in relation to these agreements. The amount of these costs

v&ill vary in future years, but is expected to increase in the next year as the number of subscribers and advertising revenue increase.

The Company has a multi-year agreement with Major League Baseball to broadcast MLB games live nationwide. The Company paid $50 million for the 2005

season, $60 million (which included $ 10 million paid in October 2004) for the 2006 season and will pay $60 million per year thereafler through 2012. MLB has

the option to extend the agreement for the 2013. 2014 and 2015 seasons at the same $60 million annual compensation rate. The Company will also make

incentive payments to MLB for XM subscribers obtained through MLB and baseball club verifiable promotional programs. No stock or warrants were included

in this agreement. The agreement requires the Company to deposit $ 120 million into escrow or furnish other credit support in such amount. In July 2006, the

Company furnished a $ 120 million surety bond to MLB as part of an amendment to the agreement with MLB that permitted the Company to provide various

types of credit support in lieu of its $ 120 million escrow deposit requirement.

Royalty Agreeinents

The Company has entered into fixed and variable revenue share payment agreements with performance rights organizations that generally expired at the end of

2006. The Company is participating in a Copyright Royalty Board proceeding in order to set the royalty rate payable by the Company under the statutory license

covering our performance of sound recordings over the XM system for the six year period starting in January 2007. During the years ended December 31, 2006,

2005 and 2004. the Company incurred expenses of $37.5 million, $22.0 million and $ 13.7 million, respectively, in relation to these agreements,

Joint Develupinent Agreenient
Under the terms of a joint development agreement with SIRIUS Radio, the other holder of'an FCC satellite radio license, each party is obligated to fund one half

of the development cost for a common receiver platform for satellite radios. pursuant to the joint development agreement, in November of 2003, XM and SIR!US

f'ormed a limited liability company for this purpose. During the years ended December 31, 2006, 2005 and 2004, the Company incuned costs of $ 1.0 million,

$ 1.3 million and $0,9 million. respectively. in relation to this agreement. These costs are being expensed as incurred in research and development.

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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Leases

The Company has noncancelnble operating leases for terrestrial repeater sites. office space, and soAware. and noncancelable capital leases f'or equipment that

expire over the next fiAeen years. Additionally. the Company owns several buildings and leases a portion of the space to other entities. The future minimum lease

payments and rentals under noncancelable leases as of December 31, 2006 are (in thousands):

Years ending December 3i,

Capital
Lease

Payments

Operating
Lease

Paymenls

Rental

Income

2007
2008
2009
2010

'011
'hereafler

;I$ .15,973
12.071
5,147
3,079

::j: "1+86

$ . 18;614 . $ . 1,559
16/07 1,520
16;427 1,469
13,618 1,467

.':,.3,622':: '-: 1,467
4,512 10,634

,: x.-'7,8'55 ",.',.93I300;:.; ';$.18,1'1'6

Less amouht representing interest (4,I44):

Present value ofnet minimum lease payments
Less current maturities

- 33,7II. '.

(]3,882)

Long-term obligations '$'19,829-'ent

expense for the years ended December 31, 2006. 2005 and 2004 was $23.2 million, $ 19.9 million, and $ 17.8 million, respectively.

Cusiumer Senn'ee Prate'ders

The Company has entered into agreements with service providers for customer care functions to subscribers of its service. Employees of these service providers

have access to the Company s customer care systems to establish customer accounts. activate radios, update progtam and account'information and respond to

general inquires from subscribers. The Company pays its service provider an hourly rate for each customer care representative supporting its subscribers. During

the years ended December 31. 2006, 2005, and 2004, the Company incurred $50.7 million, $29.7 million and $21.5 million, respectively, in relation to services

pros.ided for customer care functions.

(18) Quarterly Data

2UU6

ist
Quarter

2nd

Quarter

3rd

Quarter

4th

Quarter

IUnaudited in Ihuusunds Irsc ePI iIer shure umnnnlsi

Revenues:
Operating loss
Nut Loss
Net loss attributable to common stockholders
Net loss per common share — basic and diluted

F-45

$ 207 966
(100,796)
('I 49,22.1)
(15 I,370)

(0;60)

$ '227.,886 . '240,4'44 . ";8:2'57. 1214

() 01,656) (60,760) (139,886)
(229 M9): .' (83,81.:9),, '= '(256s723)
(231,678) (85,453) (263,191)

(0;87) '0 32) ..: ''

(0.91)'ource:
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2005

1st

Quarter

2lltt

Quarter Quarter Quarter

(ttilutldylec/, al lhoHstlltds eaetpl p( r slttlre auto!oils)

Revenues
Operating loss
Net Loss,
Net loss attributable to common stockholders
Net loss per comm'on shar'e —'asic an'd diluted

$ 1:02,565
(105,280)
{1 I9,'902)
(122.051)

{0.58)

:$ 1.25,454,:: .. $ 153,112
(127.095) (109.5331
{I'46,619') (13'1,869)
(148.769) (134.018)

(0;70) ', (0.60'}

$ ,1.77,,135
'213.627)l

'(268,325)
(270,474'I

(1..22)

('19) Condensed Consolidating Financial Information

The Company has certain series ofdebt securities outstanding that are guaranteed by Holdings and two ol'he Company's subsidiaries, XM Equipment Leasing

LLC, which owns certain terrestrial repeaters. and XM Radio Inc. These guarantees are full and unconditional and joint and several. Inc. is owned 100% by

Holdings. while XM Equipment Leasing LLC and XM Radio lnc. are ov'ned 100% by lnc. Accordingly, the Company provides the following condensed

consolidating financial information.

F-46
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XM SATELLITE RADIO INC., SUBSID]ARIES AND AFFILIATES
CONDENSED CONtSOLIDATING BALANCE SHEETS

AS OF DECEMBER 31, 2006

XM
Equipment XMSR Non-

XM Satellite XM Radio Leasinig Cuarantor

Radio Inc. Inc. LLC Subsidiaries Eliminations

XM
Consolidated Satellite

XM Radio
Satellite Holdings

Radio lnc. Inc.

XM
Holdings

Non-
Guarantor

Subsidiaries Eliminations

Consolidated
XM Satellite

Radw Holdmgs

Inc.

rin Ihottcundsj
Current assets:

Cash and'cash equivalents
Accounts receivable, net
Due from subsid]aries/aft]]ia:es
Due from related parties

.: Re]atedparty prepaid expences'repaid

programming content
Prepaid. and other current ascets

$ '92,445 '$ '
. $ '32 '. $'2

293
3;645 . '(i7,724 . 31,251 624,991

13.99]
66,946".
28.172
42,2i88

$ .

(927„582)

$: '2,477''r$ 125,593
62.293

29
13,991
66,946
28.172
42,288 'v280

29,235 I'29,264)

597 (],125)

$ 146 $ — $ 21 8,216
62 293

13.991
'6,94'6

28.172
43,040

..." Total current assets
Restricted investments
System under construction
Property and equipment, net
Investment In sbbsid]aryfaffi]]ates
DARS license
lntangibfes, net
Deferred financing fees, net
Rdlated party.'piepaid ehpensee
Eotrlty tllvestttletttsc
Prepai&1 and other current arncets

309.780
386

47c 52]
'.;032.642

4,640 .

32.185
I'60,7 ]2.

2,3fg.

267,724
' '31;283: 624„993

'41,387

(927,582) ':" 306,1.96 ''26,873 .

386
126;049

502,416 311.767
(.1,032.642') ' —':: (379..419)

141.387
4,640

32,185 6,025
': '60,7.12

80.592
2,31$

29.978
1,712

40.578

391

'30,389)

(5.099)
" 379„419.

'432,658
'2.098

] 26,049
849.662

141.387
4640

38.601
160,7:]:2

80.592
4 o19

Total assete $ 2 018]8']' '4091']'I "$'.,58,178 $ 62489]' .$ (],960 224) .''''L]50 237', .'$271,887' $ 74 663 '5 34'3931':$ 1,840;bii 8

Currant liabilities.
Accounts payable
Accrued expenses
Accrued satellite liability

. Acqrued.interest:: ..

Current portion of lone-term debt
Doe Io related parties
Due to subsidiaryraftiliates
Subscriber de fe'rred revenue .

Deferred income

51.634 5 — $

146,902

15,277
13,883
46,459

9(]0,055 245
3'40,711

127

2.226 25,062 (927.562)

$ 51.634 $ 2IO
'

47v029 713
64.875

1'5,277 3,001 .

13,i883
46,459

26 29.235
. '40,7'1'I

9.9]5

$
290

'204
562

112

(441.)'.

(29 373)

51.844
147.591
64.875
] 8,482
14.445
46,459

340;711
9.915

Total current liabilities 1,514,921, 245 2,353 25,062

F-47

(927,562) 615,0]9 I'07,949 ',)68 . '29,814) 694,322
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XM SATELL)TE RADIO INC., SUBSIDIARIES AND AFFILIATES
CONDENSED CONSOLIDATING BALANCE SHEETS

AS OF DECEMBER 31. 2006

XM
Equipment

XM Satellite XM Radio Leastn&g

Radio Inc. Inc. LLC

XMSR Yion-
Guarautor

Consolidated
XM

Satellite

Subsidiaries Eliminations Radio Inc

XM
Satellite
Radiu

Huldings

Inc.

XM
Holdings Consulidated

Non- XM Satellite
Guarantor Radio Holdings

Subsidiaries Eliminations Inc.

iin tgoltsonclsj
Satellite liability", net ofcurrent portion
Long.-tenn debt. net of current panion
Due to:re)atecd parties,"net ofdurrent

poriion
Subscriber deferred revenue. net of current

panion
Defeired income,iiet of currentpoition
Other non-current liabilities

$ — $ '47.864

86.482
.2;045

14.043 31,95S

$
' ' '$": —'":. '$ ..:.'"' $ '".—'' '

847.864 400,000 38,3) 5 — 1.286,179

86.482 86,482

2;045 .:.:')?8,735,, ';;;,.—',;:;,: ..::::— '
130,780

46,001 33,083 (1,316) (37.033) 40,735

.Total habilit)es

Coinmitinents a)td:,contin i encies
Stockholderss,equity (deficit'):

Capital stock
Accumulated other..comprehensive

'inc'orna
Additional paid-in—capital
Retained.earnings,(deficit)

2,465,355 '.." 3"-;203 2;353

3.002,594 146,271 60.759
(3,449,768), 230,637 '4,934)

"5,062 (927.562) ":);597,41'I:„:,:;: 669,767,": .. 38,f67... (66,847), .':. ': 2,238,498

3 112 3 I )2

3i59". '.:. I: ';.".: ';,;:;, ':.:..',,::.:.'..':'.:":... '.. 31590

286.7()5 (493.795) 3.002,594 3.093,S94 10,830 (3.0)3,424) 3,093,894

3)3,) 64 (538 867) (3,449 768) {'3,498 476) 25,566 ',424„202 . (3;498'4'16)

Totdl stockho)ders'quity
(deficit); " .;:, '447,174') 376,,908 $5,825 599,929 (1.032,662} (447,)74) (397,880) .::36'„396,:, '4'I 0„778' .-: {397„880)

Tot dl'Tiabi)itihs and
stockholders'tiuity

'.('deficit)':" ':.. ': ':; $ 2,018;)81'409,111 r$ , 5S„)78 $ 624991 .8 (),960324)' . ) i'150?37 .;:$ '. 271„887 ..$s 374,563.-..$ .3'4393 1:: 'i: 1,840 618

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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XM SATELLITE RADIO INC Si]BSIDIARIES AND AFFILIATES
CONDENSED CONSOLIDATING BALANCE SHEETS

AS OF DECEMBER 31,2005

XM XMSR Non-
XM Satellite XM Radio Equipment Guarantor

Rndiu Inc. Inc. Leasing LLC Subsidiaries Eliminatiuns

Consulidnted
XM

Satellite

Radio Inc.

XM
Satellite
Radio

Ho)dings

Inc.

XM
Holdings Cunsuhdated

Non- 3&M Satelhte
Guarantur Radio Ho)dings

Subsidiaries Eliminations lnc.

rin tho&tsrntds)
Current assets:

Cash and cash equivalents
Accounts receivable. net
Due from subsidiariec&aBiliates
Due from related panics
Re]ateg par'ty prepaid expenses
Prepaid proarammin content
Prepaid hnd&other cuirent assets

57,598 5 — $
47247

3,859 1343'39
8,629

54,752
65.738
47&322 .

6

48,229 566,237

7,798 .

$
' — '

I . 57,604 '$638,2'46 $ ,'5,'34'] $
47,247

(752,021) 643
'' 3;235

8 629
"., '. 54752

65,738
.55,320 '1,347, . 469

(3,,828)

'(t,]25)

$ .'71 0,991
47.247

8.629
':54;752
65.7 it

". &55',833

Tots] current assets
Restricted invesonents
System under c'onstr'uc'(ion

Property and equipment, net
Investmeiit insubsidiaryiafftliates
DARS license
I ntangib)e&s;.enet
Deferred fmancing fees, net
Re)ated:party& prepa(3 expensds

'

Equity investments
Prepaid and other current assets

285„145
375

541.300
876.844

02
28 c88
9,809

1.961

I'3'4,339, 56.033 '6&6.237

39.8]7

141.276

(752,02)) ' '89,733 .:639,593 '18;845 . (5,003) .'43,168
375 — 5,063 — 5,438

"2'I'6„527 '':... '. ": " ':—'':;:?16;527
581,117 55,045 42,609 (5,099) 673.672

(876,844).
' ', '304&365) " — 304;165

]41.276 141.276
5,902',::,::::.' ' '. '.' "'' ':."— . 5,902

28&288 8,005 442 — 36,735
''. 9,"809",'. ".: ' '"":: ':;::' ": "„:: —'' '

.,
n."'".9809

187,403 — — 187.403

1,96'I ':.'"'— :.
'

1,770 ',: — '.3,73]

Total assets '. $ 3 749,624 $ 275,6']5':$ 95,850, .$ . 566i237 $ (1,628&86'5) . $ 1,058,461 i $ .802,408 $ ..6S;729 .$ 294,063 $ 2,223;663

Current liabilities:
Accounts payable
Accrued expenses
Accrued satellite liability
Accrded interest
Current ponion of long-tenn debt
Dne to te]ated&patties
Due to subsidiary/affiliates
Subscriber deferred.revenue
Deferred income

,4416
7.200

60„750
725.675
275;944

134 1.827

5 126353 $ — 5 I $
149,357 4;864

24,365

$ 126.354 $ 19.328
'154221 . 50

104.300
4,816" '.'.,"; '. '.583
7,200

60.750
(752.001') — 3, 159

275,944
10.137

$ 9 $
295 (44&l )

204"
408

783 (3 942)

]45.691
1.54, I'25
104.300
: 6,603

7.608
60,710

275,94'-'I

10.137

Total current liabilities Ii350,095 ']34 ',692 '4,365 "'752,00$) " ': 6uq+85 137,557 &3,699'4,383). '64;158

F—49
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X!VI SATELLITE RAD)O INC., SUBSIDIARIES AYD AFFILIATES
CONDENSED CONSOLIDATING BALANCE SHEETS

AS OF DECEMBER 31, 2005

XM XMSR Yon-
XM Satellite XM Radio Equipment Guarantor

Radio inc. Inc. Leasing LLC Subsidiaries Eliminations

Consolidated
XM

Satellite

Radio Inc.

XM
Satellite
Radiu

H oldinrgs

Inc.

XM
Holdings Consulidated

Yon- XM Satellite
Guarantor Radio Holdings

Subsidiaries Eliminations lnc.

tirr rirvrrsvndsj
Sdt"llite liability, net oi'current portion
Lone-tenn debt. net of current portion
Due so rlqated parties, net of current

portion
Subscriber deferred revenue. net oi'urrentportion
Deferred income, net.of current portion.
Other non-current liabilities

$
'

$ '. $ '.;'
596.537

53,901 .

84,694

27.110 29.647

$ '. —' ' '~ o85 ''8 ''"''—'v$ ~ — $ 23,285
596.537 400.000 39.047 1,035.584

53,90.I
'' "'' '' —':.: ..:.—..:: . —' '53,901

84.694 84.694
141.073'. —, —.. ' .

"
14.i,073

56.757 19.545 (1.31(il (34,968) 40.018

Total )iabilitihs o 112337., 29781::: . 6692,24365 (752001) ';421,1'74 7"L460'9430. (5935'I),, 2,142713

Commitnients.and, contingencies
Stockhofders'. equity'deficit):

Capital stock
Acciimulated 'atelier comprehensive

income
Addrtional paid-in-capital
Retained earnings!(delicit)

2.4672,467

5,985'' '''; "',:::—'.'. ': '": .,:;. 5985:

2.438.561 146.271 97.018 286.765 (530,054) 2.438.561 2.852.100 10,802 12,449.3631 2,852.100

(2.80l;274) 99.563....(7.,860), . 255,1:07... (346,810) (2;801 274) '2,779 608)' '8,497:. 2,782.777..:: . (2;779;604)

Total stockholders'qu!ty
''

(deficit) (362713) '245834' " 89,1'58'" 541,8724 ': (876864).. -(362713),: .'0948... 29299: 3v341'4r ' 80848:

Total Debilities and
:: stockholders'qiiity
". '(deficit) $ 1,749624 '$ 275.615v $ 95,850'""$ '66.237 $ (lr628,865):.:$ -1,'058461' r$ ;. 802(408.: $ ', 68729:,$ . 294063'. $ '223„661

F— 50
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XM SATELLITE RADIO INC., SDBS]DIARIES AND APFILIATES
CONDENSED CONSOL) DATING STATEMENTS OF OPERATIONS

FOR THE YEAR ENDED DECEN1BER 31, 2006

XM
Equipment

XM Satellite sXM Radio Leasing

Radio Inc. Inc. LLC

XMSR Nion-
Guarantor

Cunsulidnted
XM

Sntelhte

Subsidiaries Eliminations Radio luc.

XM
Satellite
Radio

Holdings

Inc.

XM
Huldings

Nun-
Gunrsntor

Subsidiaries

Consolidated
XM Satellite

Radio Holdings

Ehmmattons Inc.

(in r]tousundsj
Revenue
Cost of revenue
Research 8 dove]opment
General k. administrative
Mar'keting
Depreciation ts. amortization

S 923,327 .. S 133;386:$ 10!947
597,068 — 7

37.,428
88,700

-.. „. 450,843.
149.264 — 13.067

S $ (144~28)
476

$ 923 327
597.551

37,428'8.700

450,843
]6o,33]

10,081 $ 10,165
806

451 (25]

4.542 2,007

S (] 0,1'5'6}' '33,41'7
17.6191 590.738

3.7,428

(500) 86.626
450,843
168.880

Total operating expenses

Operating income:.(loss)
Other income (expense]:

Interest'income
Interest expense
Loss from de-lgveraging

tronssctions
Loss from impairment of

investments
Equity in net loss:of afgt]]ate
Other income texpense]

L32s;303';:—..:: ] 3 074

. (399]976)':, ]33,386; (2,132)

.3;:956 — . 754
(177,968)

(]2L564) "

47.058 — 4.304

58,754
(697)

476 I','336,853, 4;993,. 2„788 ',:(8,119) '1,336$ ]5

(59,45'I I
59.45]

4,013
(119.214)

17.226 ' '425

(I 4151 (6751

2],664
I ]21,304)

(122,189)(12] '564) ':.' (6&or)

147,254) 4.108

(76,572)
(23 229)

1 639.359] (59] 641.152

(76.572)
(23 o29)

5.842

(] 44,804) '4]'3,526) '
. 5,088 .. 7,377 . (2,037) . -(403,0981

Net income (]oss)'bcrfore income taxes . (648,494'I:." ..133,386, ' '2,926 .'; 58 057 .(192 058) . (646,183) . '(718,886) ...7.,068 639, I I'5 (718,886)

Benefit from (provision for) deferred
income taxes '. P3'I:I) ':: . (" 3.1'I') "'.. I'4;" ",",—'' 'P]:I",

Net ihcome '(loss) $ (648,494) $ 131.075 '$ . 2;926 $ 58,057.:.. $ (192,058) $ (648,494) $(718,872) $ ',068 $ '641,426' .S: '718,872)

F—51
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XM SATELLITE RADIO INC., SUBSIDIARIES AND AFFILIATES
CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31, 20(L5

XM Satellite

Radio inc.

XM
Equipment XMSR Non-

XM Radio - Leasing Guarantor

Inc. LLC Subsidiaries Eliminations

Consolidated
XM

Satellite

Radio inc.

XM
Satipdte

Guarantor

Inc. Subsidiaries Eliminations

Consohdatt.d
XM Satelhte

Radio Holdmgs

Inc.

(lli dioiisorldsf
Revenue
Cost of revenue
Research 8: developmrint
Creneral 8. administrative
Marketing
Depreciation g. amortization

S "'558,266 ~ '$:80,574 S ''0.529, " S. ": — 'S (91,703)
410.321 — 24 447

3.1,218
43,196

487,51'2 . — -" — . '4
127.685 — 13,881

.$ .'58,2'66
410.792

31.218
43.196

487 556
141.566

6)8

3.708

5 9,3'17...$ :(9,3'I:7),i.;S . 558$66c

1,16) (6.660) 405,293
31 'igg

538 (488) 43,864
487,'55'6

1.596 145,870

Total opeiating.expenses 1,099,932 — '; 13,90$ 44 447 I,I'14/28 . 3.326 . 3.295 '7,1 48)'1,113,801

Operating income (loss)
Other income {expense):

Intbrest income
Interest expense
boss from de—'leveraging,

transactioris'.
Loss from impairment of

investments
'. 'Equity'(n iietrloss of affiliate

Other income (expense) 42.184 (231 (42.0631

(541,666) '0+74 '(3,376) (44) '9l;550)

':B)364 ''' —"',''':". 630'": ''58,754: ' {'59325)

(161.784) — — 15721 59,325

'(27r552) ".i''I''i'

o 423
(10 .0311

{27;552)

20,825
i 4.006)

338
(7541

23','586v

{107,791)

:.(27+52)

'(482)
98 {679.7261 1.426 681,591

(482)
3/89

{556,062') '3,326) '6,022: '2;$69) .', ": (655,535)

Net'income {loss) before income taxes (686;454) .'. '80,574'.'{" 769): . 58,138 ''13'3;6.:13) (684,124) '666,7'I'5) 7„032 679,422:;.: . (66'4,385)

Benefi t from (pl'oi ision for): deferred
'income taxes {2/30) . '.: —'" ' ' — - ' '2,330) — —:"''—', -::. -.:",'(2;330)

Net'incomettoss l 8 (686,454) 8:78,244''::::(~ 769)"'" 58,338 iS (133;613) 'S '(686454) '(666;715) $ .. '7,032 v "8 679;4 s "..8:~::(666,715)
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XM SATELLITE RADIO INC., SUBSIDIARIES AND AFFILIATES
CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31, 2004

XM Satellite

Radio Inc.

Xivl
Equipment Xh1SR Non-

XM Radio Leasing -Guarantor

Inc. LLC Subsidiaries

Cunsolidated
XM

Satellite

Eliminatiuns Radio inc.

XM
Satellite
Radio

Holdings

inc.

XM
Holdings

Non-
Guarantur

Subsidiaries

Consultdatt d

X61 Satellite
Radio Huldings

Eliminations Inc.

(in ihonsnuds)
Revenue
Cost nf revenue
Research 8; development 'eneral& administrative
Marketing
Depreciation 61 mnortization

'$
. 244,443

204.787
23 513
28.366

304.31 6
I'1 90a

$ 35;.448. '$ 10,513':.':"$'1

13,873

$ (45,961)'.' '::244,443r '.$

444 205,262
23,S'13
28 366 497

...304;316.:
145,775

$ ':,8,1.89
2.075

120

1.390

$ '8,.189) r$
I5.4023

(428)

244,443
201,935
"3,513

304/:I 6
147,165

'..Tothl operating expenses 692;884 ,.: '13,904 '4'4 ..:';;:.'707;232,. 497 .:.3,S85 ., ('5,830) . '05,484

Operating incomefjoss)'iher

income t expense):
': .Interest income ':

Interesi expense
Loss from de-leveraging

tianshctions, 'ossfrom impairment

ot'nvesunents

Equity in:net loss of affiliate
Otherincome (expense)

(448,4'4'I ) 35;448 (3,391) . (46i405) (462,789) (497)

(76,62 13
—" ': .: '':"(76,621)1,;

17.346 (173781 16 (645,858)

1,592'.
' — -:.:,'71'.; 58,'995' . '('S9;5ti6)' '- - ..I:,.5921" . 4,543

(143,909) — — (57)) 59.566 (84.9141 (5561
.104.
(318) 31

647.971

4,604 '2,359) (46:1,041)

: . 6/39
(85,7571

'(76,62 I')

Net income (loss) before income taxes (650.0333 35,448: (2.772) . 58,424 (63,783) (622,716) (642@68) . 4,390 '645,643'615,051}

Bepditfrom.(provision for) defened
'. income taxes (27.,'317):: — ' .—.. ' '.:: " —'27,3:1.7)'.' (27.,3173

Net income.(joss) ', $ (6501033)t 5 . 8,131 $ . "(2 772),'.'5:, 58 424 $ :(63'783) ' (050 033) $(64"',368) $ , 4 390 $ .645 643'8 (642@68)
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XM SATELLITE RADIO INC., SUBSIDIARIES AND AFFILIATES
CONDENSED COYSOLIDATIYG STATEMENTS OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2006

XM Consolidated
Equipment XMSR Non- XM

XM Satellite XM Radio Leasing Guarantor Satellite

Radio Inc. Inc. LLC SubsidiariesEliminntions Radio Inc.

XM
Satellite
Radio

Holdings

Inc.

XM Holdings Consolidated
Non- YM Satelliie

Guarantor Radio Holdings

Subsidiaries Eliminations lnc.

rin thotvr tnt/s)
Net cash (used in) provided by operating

. activities
Cash tlows from mvesting activities:

Purchase of property and.Equipment
Additions to system under construction
Pioceeds I'rom sale ofasseks
Net maturity (purchasel nt restricted

invesuuents

(54,895) .

7, 182

(54,895) .

(220 124)
7,182

(11) 3,-101

(54,895)
(220.124)

. 7.182

3.390

'" .'$ (479,536)
''— i a$ 6,569 $ .—';: $ :: —,:$.::- (4/3"967)s:$ '29,69'4 "$ ''17,8:18) $

' '$ (462,091)

Net cash {heed in) probided by
investing act.ivjties . (54,906) -:,' .' ' ' 7..;182 ":.::. (47,,'724),...'(2o0,124) .: ' 3,401 (264„447)

Cash flows from financinhl activities:
Proceeds from exercise of warrants and

stock options
Capital contributions.froin Holdings ','04,053
Proceeds from issuance of 9 75% senior

notes due 2014 600,000
Proceeds from Issuance of senior 13oating

rate notes due 2013 .. ''.'.". "200,000
Repayment of 14% senior secured

discoum notes due 2009 (186.5451

Repayment of'32% senior secured notes
.due 20fO - ' ":(100;000)' .

Repayment of senior secured iluating rate
notes due 2009 (200.000)

Paymerit ofpr emiums on de-leveraging
~ Ir'ansactions ' ' "'.': .'''.;": '(26;7733'.;: v —:.'-"

Repurchase oi'Series B convertible
redeemable preferred siock

Payments on other borrowin s (12„7o&)

Del'erred tinancing costs (21.4461

6.420
304,053 (304,0533

600.000

200;000 '. n: k:.'

'186,545)

::"(100;000) .

(200,000}

—'
',:::i",':s(26;77r3), ':;,: " (625)

(23,9601
(12x725)
(21.446) (5)

(578)

6i420

600.000

'200,000

(186.5451

(] 00,000)

(200.0001

v(27.398)

(23.96i01
(133033
(21.4511

Net cash provided by (used iri) financing
actiVities 56'9'289" .'' " —' /(12 725) .: .-..—." .': .: .:—,,:::: 55'6;56'4. ':,"(322 223): '. (578) ..' " ', 283,763

Net increase.(decrease in cash and cash
equivalents

Cash and cash equivalents at beginnina of period
'34,847 ': .—':." ..: '6
57,598 — 6

34t873: . '512i653).
57 604 638 '746

{ I'4,'995)
15,)41

(492,775)
710.99)

Cash andcashequivalentsatendofperiod .
' '244'$ .

'. '$:': 32
'

. ',."" $ —'' 92477.''125593 $ '46 $ —'." '5 2'1 8:ZI:6 .

Source: XM SATELLITE RADIO H, 10— K, March 01, 2007



Table of Contents
XM SATELLITE RADIO HOLDINGS INC AND SUBSIDIARIES
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XM SATELLITE RAD]0 INC.. SUBSIDIARIES AND AFFILIATES
CONDENSED CONSOLIDATING STATEMENTS OF CASH FLO«VS

FOR THE YEAR ENDED DECENIBER 31; 2005

XM XMSR Consulidnted
XM Equipment Non- XM

XM Satellite Radio Leasing Guarantor Satellite

Radio Inc. Inc. LLC SubsidiariesEliminatiuns Radio Inc.

XM
Satellite
Radio

Ho!din &s

Inc.

XM
Holdin s Consolidated

Non- XM Satellite
Guarantor Radio Huldin &s

Subsidiaries Eliminations Inc.

rin thousands]
Net cash(u'sed.in).provided'by nperating activities
Cash Bovvs from investing acttvities:

Purchase of property and equ'ipnsent
Additions to system under construction
Purchase of equity inveshnenc«
Net (purchase) maturity of restricted

investments

$ {]84;488) $ —' .s:{4]) $

(54,221)
(55,357)

(3) (3) (50) (943) (996)

'$ — $ (184,529) '$3.073 $ 14,739 .$ —'$ ']66717)

(54,22]') 381.. (7370)'.. '.....—.'." .::,". (6]P]0)
t««,357) (63.226) — — (1 I8.583)

(oU,334')' .

' ' ': ':—:,': . '.:" "(25334)

Net cash used in investing activities . ('1 09581).";.—.: &
'':.—'. '.. ':: — . — ']09581) '(88'229): -:; "(83']3). ':,;:::": —"v'-',~:.'::t'206123)

'Cas'h 1]ow's f&rom financing activittes: ..

Proceeds from sale of common stock
'. Procee'ds from."exercise of «vnrrants and stock

opttolls
Capital contributions from Plofdings
Proceeds.from'issuance of 1..7558 convertible

seiiior:notes
Repayment of 12&% senior secured notes
Pay'ment'ofpremiums on de-Jeveraeing

tt'ansactions
Repayment of 14&'i sentor secured notes
Payment«son other borrovving&s

Deferred financing costs

200.070

( i 5.000)

(3 398)
(22.824)
(9,651)"

(4)

'(3,398)
(22.824)

(9',651)
(4) (2.415)

"(3@98)
(22.824)

. (381)... —,. (&10,032)
('2,419)

300,000 300.000

19,637:,: '. ':- —',:::.—",:::::.:: ':." ':]9;637

200,070 (200,070)
s

I'00;000 '::, "—.:
.

'"': '.: '—,'".''' .:.']00000-'15,000)

— — — (15.000)

. Net cash provided by (used in) tinancing
activities. 149;193 I'49J 93 217„]52 ": (381) .

':-—'."; -':,: .' 365,'964

Net 'increase (decrease) in cash and cash equivalents
2Cash and cash equivalents at becinning of period

Cash and cash equivalents at end of period

(144,876) ' ' {4]] (]44',917'}

202.474 47 202 «21
13'1,996
506,250

6,045,:—'"..... '
(6;876)

9.096 — 717.867

«7,59g $ — $ ": .6 $ ':' $ — $ 57,604 $ 638,246 $ 7«,]41. $ : —„' ':$ 7]099]

F— «5

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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XM SATELLITE RADIO INC., SVBSIDIARIES AND AFFILIATES
CONDENSED CONSOLIDATING STATEMENT OF CASH FLO'A'S

FOR THE YEAR ENDED DECEMBER 31, 2004

XM XMSR
Equipment Non-

XNI Sntellite XM Radio Leasing Guarantor

Radio inc. Inc. LLC Subsidiaries Eliminations

Cmisolidated
XM

Satellite

Radio Inc.

XM
Satellite
Radio

Holdings

Inc.

XM
Holdings

N on-
Guarantor

Subsidinries

Consoltdattd
XM Satellite

Radio Holdings

Eliminations Inc

(in iitotrstntds)
Net cash.provided by (used:in) operating

activiries
Cash iloivs from investing acuviiies:

Purchase of property and equipment
Additions to system under

construction
Net purchase/matority of restricted

investmcnts

'nsuranceproceeds from saiellne
recoveries

(2r.912) (25,912) (22)

11)6,537)

'i:119

133.924

(116.537) (27,441)

I:I'9:. ". "'.':"(460)

133,924

(143 978)

(348)

133,924

(96,607)' — $ .. 47 ';"— $
' " I:5': '$ '(96;545) $r:I'8532i $ '2808 $ ', —::. $ '75;205)

'Net cash nsediin "investingacrivities'8,406) '(S,406).'." "
(2777.9~7.) '(36;329)

Cash (iowa from financing activitietc
Proceeds from issuance of common

stock
Proc'eeds'from exercise, ofwarrants.

and stock options 'apitalcontributions from Holdin s

.Proceeds from issuance of Qoating
rate disocuiit.noter

Proceeds t'rom issuance of 1.75" o

convertible notes
Prooeeds Irom mfinancing of

mortgage on corporate facility
Repayment of 12"A senior secured

notes
",: Repayment of I'4e/s.':s'enior secured

.,
' not'es .

Repayment of related pany
long-term debt

"Pgytnent'ofpremimns on
tie-,(leveraging trangactions

Payments on mortaages
'Paymenbnon:related par'ty credit

facility
Payments on other borrov;ings
Deferred ftnanc(ng,.costs

185 5005:1,335'04.

846 304,846 (304.S46)

200,00D '.'" ":';:."' —"': .''
.

'::—:r..r:200d)00

300.000

(70,0001 — — — — (70,000)

(13,028)''" .
"..':;" — '-"'„:.":"; —' "' '—':'13,028)

(81.194) — — — — (81.194)

(10,347)i,; —;""'.:,
.

—': '.' .' '':" '':.:.".:.—'' " ., "'; (10'e4'7)

(103,034)' '::-': — .,'
' " —"'': (103.034)'5,1741— — — — (5,174) (35 000')

(4„816)' — .-,, ',;::.. — " - —; . (4i8'16):(7,697) .

33,300

(78,247)

(504)

185,500

5 I;/36

200;000

300,000

33,300

(70,000)

'(i3',028)

(81,1941

,'(f9,347)
(28,247)

3('I 03:,03'4)

(40,174)
. {13,037}

'' 'Net cash:providbd by
financing activdties 217.253,—" .'::::: ' '.': ".":. —':::' '

. '17253 . '89n92

Net increase in cash and cash equivalents
Cash and cash equivalents at be inning ol'eriod 112 740: — '.'',„, . 47 15 . 1.12,302 . 179;90:I

90.234 (15) 90.219 326;349

71357

1,739

'299+60

418.307

Casli aud ca'sh equivalents'at end of period $ 202,474 5 — $ . 47 5 — 5 ..' '
.202 521 $ 506,250 $ 9,096 . '5 '

5 '17.,867

F— 56
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XM SATELLITE RADIO INC., SUBSIDIARIES AND AFFILIATES
CONDENSED CONSOLIDATING STATEMENT OF STOCKHOLDERS'QUITY (DEFICIT)

FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

XM XMSR
Equipment Non-

XM Satellite XM Radio Leasing Guarantor

Radio Inc. Inc. LLC Subsidiaries

Consolidated
XM

Satellite

Eliminations Radio inc.

XM
Satellite
Radiu

Holdings

Inc.

XM Consolidated
Huldings XM

Nun- Sa I el I I t e

Gunrantor Radiu Huldin s

Subsidiaries Eliminations Inc.

nn diotosoI1ds)
Balance at january L 2004
Net income &loss)
Capital stook

issuances'ontributions

to pied-in capital
Non-.cash stock compensation

$ 319,082'" ' '159„458 $ 94%'99 $ r425,3'I I

&65&).033) 8.131 &2,7721 58 424

372.513
& 020

.(619i468')'' '8 '19;082 $ 532,888;$ . 15,429 $ (334,5'I'I) $.'. 532,888
(63.783) &650,033) &642.368) 4.390 645.643 &642.368)

'443,623 .. — . '-:. — '... 443,623
372.513 — (6,064) (366.449)

2,020 .'. '2,020
' —'' ';:,,(o 020)"'' '.'. i2;020

Balanch'atDebgtiiber 3 1,.2004
Net income (loss)
Other colnprehensive income'Unrealized guin

on.availabl'e—for-.sale securities ....

$ ..43,582", $ 167„"589',$ '91;927, '$" 483,735
&686.454) 78.245 &2,769) 58.138

$ (743,251') $ '43,582
'

$ .336,163, ... $ 13.,755t $ '::: '(57,3'37) .:8 . 336;163.

& 133.614) (686,454) & 6()6,715) 7.032 679.422 & 666.715)

5s986:.".," ' —, ".:...—'"', ', . 5;985

Comprehensive loss
Capital stock issuances
Contr)shut&one to paid-in capital
Iqon-cash stock compensation

274,193
5.966

(666,715):
' (666,715'}

394,681 — — 394.681

274,193 '":. 4;868 " -'i5 I'2:, ',(282,705) . '. 4,868
5,966 5,966 — &5,966) 5.966

Balance at December 31.'2005
Net income (loss)
Other..corn'prehensive income Unreagzed)oss ..

on available-for 'a)e securities
Realized loss on available-for-sale

securities
.Foreign currency trhns1 atiou.adjYisunent

$ (362;7137 t $ 245,834 $ .': 89,158 $ 54'1,873

(648.495) 131,074 2,926 58.056

(:125)t .. '-—.: .:: —'..-'... "''125)

&5,985)
' 715

& .985)
3 715

$ (876,865)" $ (362;713) $ ::. 80;948:u0$ . 29,299'. '$9 333„'4'14.. $ r-:80,948'192,056)&648.495) (718.872) 7,068 641.427 (718.872)

.Comprehedsive loss
Capital stock issuances
Repurchase ofSeries"B convertible redeemable

preferred. stock
Contributions (distributions) to (irom) paid-in

capital
lv'on-cash stock compensation

495,988 —
& 36.260)

68,046
36 s60

(721„'2673

'98,353

. (23',960). -.

(72'),267)
198,3S3

: ',r,'-:
(23,960)

495,988 — 28 (496,016)
68;.046 '8,046s '"—

.
" (68,046) 68,046'alance

at Decembn'), 2006 ': (447,174)'" $ 376,908': 55,824 $ 599 929 ' (I;032.66)) 8 ('447,'I'74), $(397,'88&):. $ 36,395 8" 410,779': $ . (397. 880)

F-57
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(20) Subsequent Events

Sale— leaseback Tr'arzsacrion

On February 13, 2007, the Company entered into a sale— leaseback transaction with respect to the transponders on the XM —4 satellite. which &was launched in

October 2006 and placed into service during December 2006. The Company received net proceeds of $288.5 million from the transaction. of which $44 million

(inclusive of interest) was used tn retire outstanding mortgages on real property and the remainder of which provides additional liquidity available for working

capital and general corporate purposes.

Srmimar9& ojthe Tr arzsaction. Lrnder the sale-leaseback arrangement, the Company sold the XM-4 tmnsponders to a trust owned by Satellite Leasing (702—4)

LLC for $ 288.5 million, representing the fair market value based on an appraisal perfornied by satellite consulting and lease appraisal firms. A portion of the

purchase price for the XM —4 transponders was financed by the equity owner of the sale-leaseback transaction, or owner participant.

XM Satellite Radio Inc.. is leasing the transponders for a term of nine years with an early buy— out option in year five and a buy—out option at the end of the term.

The lease will be recorded as a capital lease. These lease payment obligations, which are unconditional and guaranteed by XM Satellite Radio Holdings Inc.. are

senior unsecured obligations and rank equally in riaht of payment with existing and future senior unsecured obligations.

Throughout the term of the lease, at any time when the Company is not investment grade, the Company will provide to the owner participant credit support

sutTicient to cover the stipulated loss value of the equity at that time. To provide this credit support„ the Company retired the existing mortgages on its

headquarters and data center properties in &z&'ashington& D.C. and put into place new mortgage liens on those properties in favor of the owner participant.

The Company will have full operational control over the transponders for the lease term, absent default. The Company will continue to own the XM-4 satellite

itself. subject to an obligation to sell the satellite to the lessor for a nominal sum in the event that the Company does not repurchase the transponders at the end of

the term.

The Company has an early buyout option in year five and a buy—out right at the end of the lease term, each at prices representing the fair market value based on

an appraisal performed by satellite consulting and lease appraisal firms. The Company has other rights to purchase the transponders or the equity interest in the

lessnr. The Company alsn has rights to cause the lessor to effect a refinancing of the notes, and any interest savings from the refinancing would result in reduced

lease payments.

The Company can be required to repurchase the transponders upon the occurrence of specified events, including an event of loss of the satellite (subject to the

rieht to substitute another satellite meeting equivalent or better value and functionality tests), changes in law that impose a material regulatory burden on the

nwner participant, changes of control and events resulting in the absence of another holder (other than the Company and its af'filiates) of FCC satellite radio

licenses in the frequency bands that can be served by the XM —4 satellite. The Company has agreed to provide indemnities in the event the owner participant shall

lose or not be able to take certain tax positions relating to the transaction.

Planned ltrlerger with Sirius Satellite Radio

s

b

2
g g gOn February 19, 2007. the Company and Sirius Satellite Radio Inc. ("SIRIUS") entered into an Agreement and Plan of Merger (the "Merger Agreement").

pursuant to which the Company and SIRIUS will combine their businesses through a merger of the Company and a nev ly formed, wholly owned subsidiary of

SIRIUS (the "Merger").

Each of the Company and SIRIUS has made customary representations and warranties and covenants in the Merger Agreement. The completion of the Merger is

subject to various closing conditions. including obtaining the approval of the Company&s and SIRIUS*s stockholders and receiving certain regulatory and

antitrust approvals (including from the Federal Communications Commission and under the Hart—Scott—Rodino Antitrust Improvements Act of 1976, as

amended).

F-58
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Schedule II—Valuation and Qualifying Accounts

Description

tin tnonsunJsi
Bnlance

January l,

Chsrncd to
Costs and

Expenses

Chsrsed to
Other

Accounts

Vrrite-offal
Psvmentsl

Other

Balance

December 31,

2004
Allowance for doubtful accounts
Deferred tax assets — valuation alioss~ce

2005
Ai)owance for deubkfstl accounts .,'.,

Deferred tax assets — valuation allowance
2086

Allowance for doubtful accounts
Defe'rred tax assets — valuation al]owanch ':

$ 796 $ 3.218
533,078 '10,453

1,551:»,,-.;. 8/28„'.
796,947 236,767

3,722 15&223

1,043,M4".. 3 ~: 237,455.

F-59

$
53,'416: .

10,240

I6,953)

$ (2.463)

(6,157)'13,999)

$ 1,551
796,941

.: '.3,722
],043,954

4,946
'.1/74,456

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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Exhibit 23.1

Consent of Inde endent Registered Accountino Firm

g c
The Board of Directors
XM Satellite Radio I-loldings inc.:

'tiie consent to the incorporation by reference in the registration statements Nos. 333-130812 333— 115326, 333 — 127270. 333 —47570. 333 —93529, 333—89132,

333 —85804, 333 — 102966, 333 — 106824, 333 — 102964, 333— 121417, 333— 121415 and 333 — 114178 on Forms S-3; Nos. 333 — 115323 — 01 and 333— 136131 — 03 on

Foim S—4; and Nos. 333-92049. 333—65022. 333 —65020, 333 — 97611 and 333 — 106827 on Forms S— 8 of XM Satellite Radio Holdings Inc. and subsidiaries of

our reports dated March l. 2007 v,'ith respect to the consolidated balance sheets of XM Satellite Radio Holdings Inc. and subsidiaries as of December 31, 2006

and 2005 and the related consolidated statements of operations, stockholders'quity (deficit) and cash tlows for each of the years in the three—year period ended

December 31. 2006. and the related consolidated financial statement schedule, management's assessment of the effectiveness of internal control over financial

reposing as of December 31, 2006. and the effectiveness of internal control over financial reporting as ofDecember 31. 2006. which reports appear in the

December 31. 2006 annual report on Form 10— K of XM Satellite Radio Holdings Inc. As discussed in Note 2 to the consolidated Iinancial statements, effective

January 1. 2006, the Company adopted the fair value method of accounting for stock—based compensation as required by Statement of Financial Accounting

Standards No. 123(RL Share— Bosed Pqt mens

/s/ KPMG LLP

McLean. VA
March I, 2007

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007



XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

Exhibit 31.1

CERTIFICATIONS

1. Hugh Panero, Chief Executive Officer, certify that:

1. 1 have reviewed this annual report on Form ]0-K ofXM Satellite Radio I-loldings inc.;

Based on my knowledge. this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge. the financial statements, and other fmancial information included in this report, fairly present in all material respects the financial

condition. results of operations and cash i)ows of the registrant as of, and for, the periods presented in this report;

The registrant's other certifying officer and 1 are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange

Aci Rules 13a-15(e) and 15d— 15(e)') and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the

registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure

that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,

particularly during ihe period in which this report is being prepared;

b) Designed such internal control over fmancial reporting, or caused such interna! control over financial reporting to be designed under our

supervision. to provide reasonable assurance regarding the re! iability offinancial reporting and the preparation of financial statements for external

purposes in accordance with generally accepted accounting principles;

c) Evaluated the efi'ectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effcctivcncss

of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this repot1 any change in ihe registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal

quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has material)y affected, or is reasonably likely io materially affect.

the registrant's internal control over financial reporting,

5. The registrant's other certifying officer and 1 have disclosed, based on our most recent evaluation of internal control over financial reporting. to the

% IF registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably

likely to adversely aiTect the registrant's ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over

financial reporting.

Date: March l. 2007 /s/ Huott PAtesRO

Hugh Pnnero
Chief Executive Officer

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007



XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

Exhibit 312

CERTIFICAT I ONS

1. Hugh panero, Chief Executive Ofliccr. certify'hat:

1. I have reviewed this annual report on Form 10-K ofXM Satellite Radio inc.;

Based on my knowledge. this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge. the financial statements, and other financial information included in this report, fairly present in all material respects the fmancial

condition, results of operations and cash flows of the registrant as of. and for, the periods presented in this report;

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange

Act Rules 13a-15(el and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(fj) for the

registrant and have:

a) Designed such disclosure controls snd procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure

ihat material information relating to the registrant. including its consolidated subsidiaries, is made known to us by others within those entities,

particularly during the period in which this report is being prepared;

b) Designed such internal control over financia) reporting, or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of fmancial reporting and the preparation of financial statements for external

purposes in accordance with generally accepted accounting principles;

c) Evaluated the eITectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness

of the disclosure controls and procedures, as offhe end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registmnt's internal control over financial reporting that occurred during the registrant's most recent fiscal

quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,

the registrant s internal control over financial reporting.

5. The registrant's other certifying oflicer and I have disclosed, based on our most recent evaluation of internal control over fmancial reporting, to the

registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a) All significant deiiciencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably

likely to adversely afi'ect the registrant's ability to record, process, summarize and report financial information: and

b) Any fraud. whether or not material. that involves management or other employees who have a significant role in the registrant's internal control over

financial reporimg.

Date: March 1,2007 /s/ PUGH PAHERO

Hugh Pnnere
Chief Executive Officer

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007



XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

Exhibit 31.3

CERT IF ICATI ONS

1. Joseph Euteneuer. Executive Vice President and Chief Financial Officer, certify that:

l. 1 have reviewed this annual report on Form 10-K of XM Satellite Radio Holdings inc.:

Based on my knowledge. this report does not contain any untrue statement of a material Fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made. not misleading with respect to the period covered by this report;

3. Based on my knowledge. the financial statements, and other financial information included in this report, fairly present in all material respects the financial

condition. results of operations and cash flows of the registrant as of. and for, the periods presented in this report;

The registrant's other ccrtifyine ofliicer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange

Act Rules 13a-15(e) and 15d-15(el) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the

registrant and have:

'a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure

that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,

particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or causetI such internal control over linnnaal reporting io be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external

purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness

of the disclosure controls and procedures, as oT the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting thai occurred during the registrant's most recent fiscal

quarter (the registrant's fourth iiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,

the registrant's imernal control over financial reporting.

5. The registrant's other certifying officer and I have disclosed. based on our most recent evaluation of internal control over financial reporting. to the

registrant's auditors and ihe audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a) All significant deticicncies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably

likely to adversely affect the registrant's ability to record, process, summarize and report financial inFormation; and

b) Any fraud. whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over

financial reporting.

Date: March I, 2007 /sl JosEPH J EUTENauaa

Joseph J. Knt«nener
Executive Vice President end Chief Ftnnnciel Ofncer

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007



XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

Exhibit 31.4

CERTIFICATIONS

1. Joseph Euteneuer, Executive Vice President and Chief Financial OAicer. certify that:

l. I have reviewed this annual report on Form I 0-K ofXM Satellite Radio lnc.;

2 Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial

condition, resu)ts ol'operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant's other certifying ofiicer and I are responsible for establishing and maintaining disclosure controls and procedures (us defined in Exchange

Act Rules 13a-I 5(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the

registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure

that material mformation relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,

particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such intemalcontrol over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external

purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness oi'the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness

of the disclosure controls and procedures, as of the end ofthe period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal

quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,

the registrant's internal control over financial reporting.

5. The registrant s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting. to the

registrant's auditors and the audit committee of the registrant's board ofdirectors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably

likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over

financial reporting.

Date: March I, 2007 /al JosaPH J EvrEHEUER

Jaseph J. Euteneuer
Executive Vice President and Chief Financial Officer

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007



XM SATELLITE RADIO HOLDINGS INC. AND SUIIS) DIARIES

Exhibit 32.1

Written Statement of Chief Executive Officer and Chief Financial Officer
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

The certiiication set forth below is being submitted to the Securities and Exchange Commission solely for the putpose of complying with Section 1350 of

Chapter 63 ofTitle 18 of the United States Code. This certitication is not deemed to be filed pursuant to the Securities Exchange Act of 1934 and does not

constitute a part of the Annual Report on Form 10-K accompanying this statement.

The undersigned, the Chief Executive Office and the Executive Vice President and Chief Financial Officer of XM Satellite Radio iloldings Inc. ("Holdings'.

each hereby certifies that, to his knowledge on the date hereof:

(a') the Form 10-K of Holdings for the period ended December 31, 2006 filed on the date hereof with the Securities and Exchange Commission (the "Report")

fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

tb) information contained in the Report fairly presents. in all material respects, the financial condition and results of operations of Holdings.

fs~ HuGH PANERO

Hugh Penere
Chief Executive Officer
hinrch i, 2007

fsi IOSEPH I EUTENEUER

Jeseph J. Euteneuer
Executive Vice President snd Chief Financial OAicer
Marsh i, 2007

A signed original of this written statement required by Section 906 has been provided to Holdings and will be retained by Holdings and furnished to the

Securities and Exchange Commission or its staff upon request.

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007



XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

Exhibit 32.2

Written Statement of Chief Executive Officer and Chief Financial Officer
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

The cettiiication set forth below is being submitted to the Securities and Exchange Commission solely for the purpose of complying with Section 1350 of

Chapter 63 ofTitle 18 of the United States Code. This certification is not deemed to be filed pursuant to the Securities Exchange Act of 1934 and does not

constitute a part of the Annual Report on Form 10-K accompanying this statement.

The undersigned, the Chief Executive 01Ticer and the Executive Vice President and Chief Financial Officer ofXM Satellite Radio lnc. ("XM"). each hereby

ccnifies that, to his knowledge on the date hereof:

ial the Form 10-K of Xlvl for the period ended December 31,2006 tiled on the date hereofwith the Securities and Exchange Commission (the "Report") fully

complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

lbl information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of XM.

/s/ HUGH PANERo

Hugh Panero
Chief Executive Officer
March i, 2007

/s/ JQSEPH J EtrrENEUER

Joseph J. Euteneuer
Executive Vlcc President and Chief Financial Officer
March i, X007

A signed original of this written statement required by Section 906 has been provided to XM and will be retained by XM and furnished to the Securities and

Exchange Commission or its staff upon request.

Created by ) QKWizard www. I QKWizard.corn

Source: XM SATELLITE RADIO H, 10-K, March 01, 2007
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10—Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For The Quarterly Period Ended March 31, 2007

Commission
File

Number

000-27441

333-39178

Exact name of Registrant As Specified in Its Charter

XM SATELLITE RADIO HOLDINGS INC.
XM SATELLITE RADIO INC.

I.R.S. Employer
identification

Number

54-1878819

52-1805102

DELAWARE
(State or other Jurisdiction of Incorporation or organization of both registrants)

1500 ECKINGTON PLACE, NE
WASHINGTON, DC 20002-2194

(Address of principal executive ofnces) (Zip code)

202-380-4000
(Registrants'eleplioue number, Including ares code)

Indicate by check mark whether each registrant (I) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934

during the preceding 12 months (or for such shorter period that the regisuant was required lo file such reports), and (2) has been subject to such filing

requirmnents for the past 90 days. Yes D& No 0

Indicate by check mark whether each registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer (as defined in Rule 12b-2 of the

Exchange Act).

XM Satellite Radio Holdings Inc.
XM Satellite Radio Inc.

Large Accelerated Fi)er IEI

Large Accelerated Filer 0
Accelerated Filer 0
Accelerated Filer 0

Non-Accelerated Filer 0
Non-Accelerated Filer IZ

Indicate by check mark whether each registrant is a shell company (as defined in Exchange Act Rule )2b- 2). Yes 0 No K

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable date.

(Class)

XM SATELLITE RADIO HOLDINGS INC.
CLASS A COMMON STOCK, $0.01 PAR VALUE

(Outstanding ss of March 3I, 2007)

306,082,407

XM SATELLITE RADIO INC.
COMMON STOCK. $0.10 PAR VALUE

(all shares are issued to XM Satellite Radio Holdings Inc.) 125

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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FOR WARD-LOOKING STATEMENTS

"Safe Harbor" Statement under tlic Private Securities Litigation Reform Act of 1995: This Form 10—
Q contains forward—looking statements intended to qualify

for the safe harbor from liability established by the Private Securities Litigation Reform Act of 1995. Without limitation, the words "anticipates," "believes,"

"estimates," "expects," "intends." "plans," "will" and similar expressions are intended to identify forward — looking statements. A)1 statements that address

operating performance, events or developments that we expect or anticipate will occur in the future — including statements relating to growth, expected levels of

expenditures and statements expressing general optimism about future operating results — are forward— loolcing statements. Similarly, statements that describe

the Company's business strategy, outloolc, objectives, plans, intentions or goals also are forward—loolcing statements. All such forward—looking statements

including those presented elscv here by our management from time to time are subject to certain risks and uncertainties that could cause actual results to differ

materially from those in forward-)voicing statements. These risks and uncertainties include, but are not limited to, those described in Part I, "Item )A. Risk

Factors" of our Form ) 0— K for the vear ended December 31, 2006 filed with the SEC on March I, 2007. These cautionary statements should not be construed by

you to be exhaustive and ai e made only as of the date of this filing. The Company undertakes no obligation to update or revise any forward—looking statements,

whether as a result of nev'nl'omiaiion, future events or otherwise.

Source: XM SATELLITE RADIO H, 10 — Q, May 03, 2007



Table of Contents
EXPLANATORY NOTE

~ This quarterly report on Form 10-Q is a combined report being filed by two separate registrants: XM Satellite Radio Holdings Inc. (the "Company", "Holdings",

,or "XM") and XM Satellite Radio Inc. ("Inc."). Holdings'rincipal wholly owned subsidiary is Inc., and as such, the information presented in this report~ regarding Inc. also applies to Holdings. Unless the context requires otherwise, the terms "we," "our," "us," refers to Holdings. Holdings fully and unconditionally

guarantees Inc.'s registered debt securities. The combined report includes Holdings'naudited Condensed Consolidated Financial Statements as the only set of

financial statements; an explanation of the differences between the companies is in the Notes to the unaudited Condensed Consolidated Financial Statements; and

condensed consolidating financial information regarding Inc. The management's discussion and analysis section has also been combined, focusing on the

financial condition and results of operations of Holdings, which is consistent with the inclusion in the combined report of one set of financial statements.

We make available certain reports filed with the Securities and Exchange Commission ("SEC") that can be accessed, free of charge, through our website at

http://www.xmradio.corn, as soon as reasonably practicable after they are electronically filed with the SEC.

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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PART I: FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

Tbree mentbs ended
March 31,

ntn tnartsands, except share and ner shttre data)
Revenue;

Subscription
Activation
M erchan disc
Net ad sales
Other

Total revenue
Operating expenses:

Cost of revenue (excludes depreciation d. amortization, shown below):
Revenue share &. royalties
Customer care 8t billing operations())
Cost of merchandise
Ad sales(')
Satellite A, ten estrial() )

Broadcast k, operations:
Broadcast() )

Operations( ) )

Total broadcast 8: operations
Programming tL content() )

Total cost of revenue
Research Ec development (excludes depreciation & amortization, shown below) (1)

General 8c administrative (excludes depreciation 8: amortization, shown below)())

Marketing (excludes depreciation tie amortization, shown below):
Retention 8. support())
Subsidies 8. distribution
Advertising b; marl&eting

Mm Iceting
Amottization of GM liability

Total marketing
Depreciation 8 amortization

Total operating expenses() )

Operating loss

2007

5 236,486
4,654
5,297
7,478

10,197
264.112

47,426

27,928
18,277

3,385
13,882

6,544
9.716

16,260
43,952

171,1.1 0

7,310
34,185

9,756
43,602
32.809
86,167

6.504
92,671
46.882

352 158

tss,046i

2000

$ 188 102
3,579
3,551
6,518
6,216

207.966

34,276
22,455

7„993

3,356
13,049

5,852
8.887

14,739
37.643

133,511

] 0,98]
17,630

8,047
55,473
33.925
97,445

9,313
106,758
39.882

308.762
(100,796)

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS — (Continued)

(i n thotuonds. except share ondper shore dotal

Other income (expense):
Interest income
Interest expense
Loss from de-leveraging transactions
Equity in net loss ofaffiliate
Minority interest
Other income

Net loss before income taxes
(Provision for) benefit from deferred income taxes

Net loss
8.25% Series B and C preferred stock dividend requirement

Net loss attributable to common stockholders
Net loss per common share — basic and diluted
Weighted average shares used in computing net loss per common share — basic and diluted

(I } Thcsc captions inclodc non-cash stock-based compensation cxpensc as followst

3,544
(27,609)

(2,965)
(5,425)
(1,697)

444
(121,754)

(684)
(122.43 8)

$ (122.438)
$ (0.40)
305,877,670

6,573
(33,236)
(18,380)

(8,884)

4.634
(150,089)

868
(149.221)

(2.149)
$ (151.370)
$ (0.60)

253,213,066

Three months ended
March 3i,

2007 2006

(in titotttonds)

Customer care & billing operations
Ad sales
Satellite &, terrestrial
Broadcast
Operations
Programming & content
Research & development
General & administrative
Retention & support

Total stock-based compensation

Three months ended March 31,
2007 2006

440 $ 86
356 428
520 461
600 481
378 583

2,166 1,892
1,726 1,457
6,048 5,061
1.897 1.612

14.131 $ 12.061

See accompanying Notes to the unaudited Condensed Consolidated Financial Statements.

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

tin thousands, except share andper share data)

ASSETS

March 31,
2007

(unaudited)

December 31,
2006

Current assets:
Cash and cash equivalents
Accounts receivable, nct of allowance for doubtful accounts of $5,240 and $4,946
Due from related parties
Related party prepaid expenses
Prepaid programming content
Prepaid and other current assets

Total current assets
Restricted investments
System under construction
Property and equipment, nei of accumulated depreciation and amortization of $814,339 and $767,768
DARS license
Intangibles, net of accumulated amortization of $8,533 and $8,222
Deferred financing fees, net of accumulated amortization of $22,292 and $20,537
Related party prepaid expenses, net of current portion
Investments
Prepaid and other assets, net of current portion

Total assets
LIABILITIES AND STOCKHOLDERS'ERICIT

Current liabilities;
Accounts payable
Accrued expenses
Accrued satellite liability
Accrued interest
Current portion of long-term debt
Due to related parties
Subscriber defetred revenue
Deferred income

Total current liabilities
Long-term debt, net of current portion~ Subscriber deferred revenue, net of current portion~ Deferred income, net of current portion
Other non-current liabilities

Total liabilities
Commitments and contingencies
Minority interest
Stockholders'eficit:

Series A convertible preferred stock, par value $0.01 (liquidation preference of $51,370 at March 3l, 2007 and

December 31, 2006); 15,000,000 shares authorized, 5,393,252 shares issued and outstanding at Mamh 31,

2007 and December 31, 2006
Class A common stock, par value $0.01; 600,000,000 shares authorized, 306,082,407 shares and 305,781,515

shares issued and outstanding at March 31, 2007 and December 31, 2006, respectively
Accumu)ated other comprehensive income, net of tax
Additional paid-in capital
Accumulated deficit

Total stockholders'eficit
Total liabilities and stockholders'eficit

$ 319,391
54,914

8,672
71,021
71,835
42.818

568,651
396

138,760
814,683
141,387

4,329
40,273

155,388
75,015

4.282
$ 1.943.164

$ 44,232
131,464

2,145
34,704
14,365
48,805

358,974
9.915

644,604
1,478,936

94,697
129,074
40.829

2.3 88.140

59,397

3,061
3,545

3,109,881
(3.620.9141

(504.373)
$ 1.943.164

$ 218,216
62,293
13,991
66,946
28,172
43.040

432,658
2,098

126,049
849,662
141,387

4,640
38,60I

160,712
80,592
4.219

$ 1.840.618

$ 51,844
. 1'47,591

64)875
] 8,482
14,445
46,459

340,711
9.915

694,322
1,286,179

86,482
130,780
40.735

2.238.498

54

3,058
3,590

3,093,894
(3.498.476)

(397.8801
$ 1.840.618

See accompanying Notes to the unaudited Condensed Consolidated Financial Statements.

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

activities:

other liabilities

(i» d&o»sends)

Cash flosvs from operating activities:
Nct loss
Adjustments to reconcile net loss to net cash used in operating

Provision for doubtful accounts
Depreciation and amortization
Amortization of deferred income related to XM Canada
Loss from de—leveraging transactions
Non—cash loss on equity in affiliate
Amortization of deferred financing fees and debt discount
Stoclc-based compensation
Provision for (benefit from) deferred income taxes
Gain on sale of fixed assets
Minority interest
Other
Changes in operating assets and liabilities:

Decrease (increase) in accounts receivable
Decrease (increase) in due fiom related parties
Increase in prepaid programming content
Decrease in prepaid and other assets
Decrease in accounts payable, accrued expenses and
Increase in accrued interest
Increase (decrease) in due to related parties
Increase in subscriber deferred revenue
Decrease in deferred income

Net cash used in operating activities
Cash flows from investing activities:

Purchase of property and equipment
Additions to system under construction
Proceeds from sale of assets
Net maturity (purchase) of restricted investments

Net cash used in investing activities
Cash flows from financing activities:

Proceeds from exercise of wanants.and stock options
Proceeds from sale—leaseback transaction
Payment of premiums on de—leveraging transactions
Retirement of mortgages on corporate facilities
Payments on other borrowings
Deferred financing costs

Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beg&inning of period
Cash and cash equivalents at end of'period

2007 2000

5 (122&438) S (149,221)

3,202
46,882
(2,498)
2,965
5,425
2,602

14,131
684

1,697
(39)

4,218
5,319

(43,662)
1,408

(8,866)
16,222
2,346

26,478
792

I'43.132

3,055
39,882
(2,523)
I'8,380
8,884

]4,769
12,061

(868)
(4,378)

]87

(4,550)
(2,392)

(17,646)
9,157

(113,826)
14,682
(9,327)
22,540

161..134

(24,872)
(73,132)

& 702
(96,302

(14,952)
(22,225)

6,997
20

30.] 60

],857
288,500

(2,965)
(38,877)

(3,975)

~3.931'40.609

101,175
218.216

$ 319.39]

3,135

(2,012)

& 123

(190,171)
710.99]

5 520.820

Three months ended
March 31,

See accompanying Notes to the unaudited Condensed Consolidated Financial Statements.

Source: XM SATELLITE RADIO H, 10—Q, May 03, 2007
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NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(I) Nature of Business

XM Satellite Radio Inc. ("Inc.") was incorporated on December 15, 1992 in the State of Delaware for the purpose of operating a digital audio radio service

("DARS") under a license Crom the Federal Communications Commission ("FCC"). XM Satellite Radio Holdings lnc. ("Holdings") was formed as a holding

company for Inc. on May 16, 1997. The Company commenced commercial operations in two markets on September 25, 2001 and completed its national rollout

nn November 12, 2001.

As of March 31, 2007, the principal differences between the financial conditions ofHoldings and Inc., were:

~ the ownership by Holdings of the corporate headquarters and data center since August 2001 and September 2005, respectively, and the lease of these

buildings to Incd

~ XM-I, XM-2. and XM-3, except for the B702 bus portion ofXM-3, are owned by Incd the transponders ofXM-4, are owned by Satellite Leasing

(702-4) LLT, a separate legal entity subject to consolidation by the Company and leased to lncd and XM-5 and the B702 bus portion ofXM-3 and

XM-4 are owned by Holdings;

~ the presence at Holdings of additional indebtedness, primarily the 1.75% Convertible Senior Notes due 2009, not guaranteed by Inc.;

~ the investments by Holdings in Canadian Satellite Radio (including related revenue and deferred income) and WorldSpace, inc.; and

~ the existence of cash balances at Holdings.

Accordingly, the results of operations for inc. and its subsidiaries are substantially the same as the results for Holdings and its subsidiaries except that Inc. has:

additional rent, less depreciation and amortization expense and less other income, in each case principally related to inc.'s rental of its corporate

headquarters and data center buildings from Holdings, which are intercompany transactions that have been eliminated in the consolidated Holdings

financial statements;

~ less interest expense principally related to the additional indebtedness at Holdings;

less revenue associated with the amortization of deferred income and equity in losses from Holdings'nvestment in Canadian Satellite Radio;

no gains or losses on Holdings'nvestments in Canadian Satellite Radio or WorldSpace, Inc.; and

less interest income because of additional cash balances at Holdings.

Proposed Jifergor

On February 19, 2007, XM Satellite Radio Holdings inc. ("XM") and Sirius Satellite Radio Inc. ("Sirius") entered into an Agreement and Plan of Merger (the

"Merger Agreement"), pursuant to which XM and Sirius will combine its businesses through a merger ofXM and a newly formed, wholly owned subsidiary of

Sirius (the "Merger").

Each ofXM and Sirius has made customary representations and warranties and covenants in the Merger Agreement. The completion of the Merger is subject to

various closing conditions, including olriaining the approval ofXM's and Sirius'tockholders and receiving certain regulatory and antitrust approvals (including

from the Federal Communications Commission ("FCC") and under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended).

XM filed a Notification and Report Form pursuant to the Hart—Scott-Rodino Antitrust Improvements Act of 1976, as amended ("the HSR Act"), with respect to

the transactions comemplated by the Merger Agreement between XM and Sirius. On April 12, 2007, both XM and Sirius received from the Department of Justice

requests for additional information and documentary material relating to the merger, generally referred to as a "Second Request." The effect of the Second

Request is to extend the waiting period imposed by the HSR Act until 30 days after XM and Sirius have substantially complied with the Second Request.

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

On March 20, 2007, XM and Sirius filed a Consolidated Application for Authority to Transfer Control with the FCC with respect to the Merger Agreement. XM~ and Sirius anticipate that the FCC will issue a public notice in the near future that sets a schedule to comment on the Merger. The public notice will trigger a

comment period followed by a reply period,

(?) Summary of Significant Accounting Policies and Practices

Principles ofConsolldatlon and Basis ofPresentation

The unaudited Condensed Consolidated Financial Statements include the accounts ofXM Satellite Radio Holdings Inc. and its subsidiaries. All significant
iniercompany transactions and accounts have been eliminated. In addition, the Company evaluates its relationships with other entities to identify whether they are
variable interest entities as defined by Financial Accounting Standards Board ("FASB") Interpretation ("FIN") No. 46(R), Consolidation of Variable Interest
Entities, and to assess whether it is the primary beneficiary of such entities. If the determination is made that the Company is the primary beneficiary, then that

entity is consolidated in the unaudited Condensed Consolidated Financial Statements in accordance with FIN No. 46(R). Beginning March 31, 2007, the

Company reported a variable interest entity subject to consolidation by the Company pursuant to FIN No, 46(R). Satellite Leasing (702M) LLT is a separate
legal entity whose primary beneficiary, as defined under FIN No. 46(R), is the Company. Satellite Leasing (702-4) LLC, an entity solely owned by the equity
investors in the transaction, will be entitled to the residual benefits, including ownership of the assets of the trust after repayment of the debt incurred by that
entity.

The accompanying interim unaudited Condensed Consolidated Financial Statements have been prepared in conformity with United States generally accepted
accounting principles. It is suggested that these interim unaudited Condensed Consolidated Financial Statements be read in conjunction with the financial
statements and notes thereto included in the Company's Annual Report on Form 10-K for the year ended December 31, 2006 filed with the SEC on March 1,

2007. All adjustments that, in the opinion of management, are necessary for a fair presentation of the periods presented have been reflected as required by
Regulation S-X, Rule 10-01.

Rsolasslflcattons

Certain prior year amounts have been reclassified to conform to the current year presentation. Amounts from Subsidies &. distribution in the amount of $4.3

million were reclassified io Advertising &: marketing related to on-going loyalty payments.

Restricted Invest!nants

Restricted investments consist principally of certificates of deposits. During the three months ended March 31, 2007, the restricted investments which represented
securities held in escrow on the Company's buildings were redeemed and included in the total cash paid to retire the mortgage loans on the buildings. There were

no gross unrealized holdmg gains or losses on these restricted investments at December 31, 2006.

Inventory

Inventories are stated at the lower of average cost or market. The Company provides estimated inventory allowances for excess, slow moving and obsolete
inventory as well as inventor) v hose carrying value is in excess ofnet realizable value. Inventories consist ofboth finished goods and raw materials. The
Company had $ 13.5 million and $ 17.0 million of net inventory at March 31, 2007 and December 31, 2006, respectively, which are included in Prepaid and other
current assets on the Condensed Consolidated Balance Sheets.

During the three months ended March 31, 2007 and 2006, ihe Company recorded total inventory writs-down charges oi'$5.2 million and $0, respectively, which

charges are reflected in Cost of merchandise in the unaudited Condensed Consolidated Statements of Operations.

Invastnlanfs

Invesunents in marketable equity securities of companies in which XM does not have a controlling interest or is unable to exert significant influence are
accounted for at market value if the investments are publicly traded and resale restrictions of less than one year exist ("available-foi sale equity securities").
Unreahzed holding gains and losses on marketable available-for sale equity securities are carried net of taxes as a component of Accumulated other
comprehensive income in Stncl&holders'eficit in the Condensed Consolidated Balance Sheets.

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)~ Investments in equity securities that do not have readily determinable fair values and in which XM does not have a controlling interest or is unable to exert~ significant influence are recorded ar cost, subject to other than temporary impairment ("cost method").

For those investments in which the Company has the ability to exercise significant influence, the equity method of accounting is used. Under this method, the

investment, originally recorded at cost, is adjusted ro recognize the Company's share ofnet earnings or losses of the afflllate as they occur rather than as

dividends or other distributions are received, limited to the extent of the Company's investment in, advances to and commitments to the investee. The Company's
share of net earnings or loss of affiliate is recorded in Othn income (expense).

Investments are periodically reviewed for impairment and a write down is recorded whenever declines in fair value below carrying value are determined to be

other than temporary. In making this determination, the Company considers, among other factors, the severity and duration of the decrease as well as the
likelihood of a recovery within a reasonable timcframe.

Property and Equiparant

Property and equipment is stated at cost less accumulated depreciation and amortization. Equipment under capital leases and leasehold improvements are stated
at the present value of minimum lease payments. Depreciation and amortization is calculated using the straight-line method over the following estimated useful
lives:

Spacecraft system
Terrestrial repeater network
Spacecraft control and uplink facilities
Broadcast facilities
Computer systems
Building and improvements
Furniture and fixtures
Equipmcnt under capital leases and Icaschold improvcmcnts

6.75 — 15 years
5 — 10 years
17.5 years
3-7 years
3- 7 years
20 years
3 — 7 years
Lesser of useful life
or remaining lease term

Maintenance and repairs costs are expensed as incurred, whereas expenditures for renewal and betterrnents are capitalized. The cost of internally developed
software is capitalized in accordance with Statement of Position ("SOP") 98-1, Accountingfor the Costs ofComputer Software Developed or Obtainedfor
Internal Usrr, and amortized over its estimated useful life. Interest costs incurred in connection with the construction of major equipment and facilities are
capitalized as part of the asset cost to which it relates and depreciated over the asset's useful life. Upon the normal sale or retirement of depreciable property, the
net carrying value less any salvage value is recognized as an operatirig gain or loss in the unaudited Condensed Consolidated Statements of Operations.~ In accordance with Statement of Financial Accounting Standards ("SFAS") No. 144, Accountingfor the Impairment or Disposal ofLong-Lived Assets,
long-lived assets, such as property and equipment, and purchased intangibles subject to amortization, are reviewed for impairment whenever events or changes~ in circumstances indicate that the carrying amount may not be recoverable. Recoverability of assets to be held and used is measured by a comparison of the
carrying amount of an asset to estimated undiscounted future cash flows expected to be generated by the asset. If the carrying amount of an asset exceeds its

estimated future cash flows, an impairment charge is recognized by the amount by which the carrying amount of the asset exceeds the fair value of the asset.

h'at Loss Pcr Common Share

The Company computes net loss per common share in accordance with SFAS No. 128, Earnings Per Share and SEC StaffAccounting Bulletin ("SAB") No. 98,
Computations ofEarnings Per Share. Under the provisions of SFAS No. 128 and SAB No. 98, basic net loss per common share is computed by dividing the net
loss attributable to common stockholders (after deducting preferred dividend requirements) for the period by the weighted average number of common shares
outstanding during the period. Diluted net loss per common share is computed by dividing the net loss attributable to common stockholders for the period by the
weighted average number of common and dilutive equivalent shares outstanding during the period. Options, warrants and convertible instruments outstanding as

of March 31, 2007 to purchase 5) million shares of common stock (47 million of which were vested) were not included in the computation of diluted net loss per
common share for the three months ended March 31, 2007 as their inclusion would have been anti-dilutive. Options, warrants and convertible instruments
outstanding as of March 31, 2006 to purchase 90 million shares of

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

common stocl& (85 million of which were vested) were not included in the computation of diluted net loss per common share for the three months ended

22
2March 31, 2006 as their inclusion would have been anti —dilutive, Unvested shares of restricted stock in the amount of 3,441,608 and 2,255,754 as of March 31,

2007 and 2006, respectively. are not included in the computation of basic net loss per common share or in diluted net loss per common share because their
inclusion would have been anti—dilutive. The Company had a net loss in each of the periods presented, and therefore, basic and diluted net loss ptu common
share are the same,

Comprehensive Income or Loss

Accuniulated other comprehensive income or loss is reported on the Condensed Consolidated Balance Sheets. Unrealized gains and losses on available—for—sale
securities (see Note 4, under the heading "labor ldSpacc") and foreign currency translation adjustments (see Note 4, under the heading "Canadian Satellite Radio")
are included in other comprehensive income or loss. However, in the event that an unrealized loss is deemed other than temporary, the loss is recognized in

earnings. The components of Comprehensive income or loss for the three months ended March 31, 2007 and 2006 are as follows (in thousands):

Net loss
Unrealized gain (loss) on available— for—sale securities
Foreign currency translation adjustment, net of tax

Total comprehensive loss

Three months ended
March 31,

2007 2006

$ '(122,438) $(149,221)
125 (6,688)~170 2 311

~%f122.483 ~Ill 33.338

The Company did not recognize a tax expense for the unrealized gain on available—for—sale securities for the three months ended March 31, 2007, as the
investmeiit did not have a cumulative gain . Unrealized loss on available—for—sale securities for the three months ended March 31, 2006 is shown net of tax
benefit of approximately $4.2 million. Foreign currency translation adjustment, for the three months ended March 31, 2007, is shown net of tax benefit of
approximately $ 0.1 million Foreign currency translation adjustment, for the three months ended March 31, 2006, is shown net of tax expense of approximately
$ 1.4 million. The unrealized loss on available—for—sale securities relates to the Company's investment in Worldgpace, while the foreign cunency translation
adjustment relates to the Company's investment in XM Canada (discussed further in Note 4).

Recent Accounting Pronornrcerncnts

In February 2007, the FASH issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities — lncludirrII an Amendment ofFASB
Stctenrcnt No. l l5. This Statement permits entities to choose to measure many financial instruments and certain other items at fair value. The objective is to

improve financial reporting by providing entities with the opportunity to mitigate volatility in reported earnings caused .by measuring related assets and liabilities
differently without having to apply complex hedge accounting provisions, This Statement is expected to expand the use of fair value measurement, which is

consisttuit with the Board's long— term measurement objectives for accounting for financial instruments. This Statement is effective as of the beginning of an
entity's first fiscal year that begins after November 15, 2007. The Company will adopt this Statement effective January I, 2008. The Company is currently
evaluating the impact of the adoption of SFAS No. 159 on its consolidated results of operations and financial position.

10
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(3) Property and Equipment

Property and equipment consists of the following (in thousands):

Spacecraft system
Terrestrial repeater network
Spacecraft control and uplink facilities
Broadcast facilities
Land
Buildings and improvements
Computer systems, furniture and fixtures, and equipment
Total property and equipment
Accumulated depreciation and amortization

Property and equipment, net

March 31,
2007

$ 905,535
264,315

46,918
65,336
8,788

73,310
264.820

1,629,022
(814.339)

$ 814.683

December 31,
2006

$ 905,507
264,223

46,181
65,302

8;788
73,252

254.177
1,617,430
(767.768)

$ 849.662

Spacecraft Systetn

The Company cu'rrently operates four in-orbit satellites, all of which are owned, except for the transponders on XM-4, which are leased under a capital lease.

The Company launched its lint two satellites, XM-I and XM-2 in the first half of 2001 prior to the commencement of commercial operations, Depreciation

commenced upon acceptance of the satellites from Boeing Satellite Systems, which occurred during the first half of 2001. The XM-I and XM-2 satellites suffer

fiom a progressive solar array power degradation issue and during 2004, the Company recovered from insurers approximately $ 142 million, of which $ 134

million was recorded as a reduction to the carrying values of XM-I and XM-2. In February 2005, XM-3 was successfully launched and moved into the85'est
Longitude orbital location In October 2006, XM-4 was successfully launched and moved into the 115'est Longitude orbital location. XM-I and XM-2

are collocated with XM-4, and are in-orbit spares. Depreciation ofXM-3 and XM-4 commenced upon acceptance of the satellites, which occurred during April

2005 and December 2006, respectively. In February 2007, the transponders on XM-4 were the subject of a sale-leaseback transaction and are now being

depmciated over their nine-year lease term, less the estimated residual value.

(4) Investments

The Company's investments consist of an equity method investment, a cost method investment and availabi~or-sale equity securities as follows (in

thousands):

Equity method investment
Cost method investment
Availabl~or-ale equity securities

Total investments

March 31,
2007

$ 68,550
480

5.985
$ 75.015

December 31,
2006

$ 74,252
480

5.860
$ 80.592

Equity Method Investment

Canadian Satellite Radiu ("XIf Canada")

In November 2005, XM entered into a number of agreements ("Agreements") with XM Canada that provide XM Canada with exclusive rights to offer XM

satellite digital radio service in Canada. In December 2005, XM Canada issued to XM 11,077,500 Class A Subordinate Voting Shares representing a 23.33%

ownership interest and 11%e voting interest in XM Canada. These shares were determined to have an initial fair value of $ 152.1 million, based on the XM Canada

initial public offering price of CDN$ 16.00 per share. The Agreements have an initial term of ten years and XM Canada has the unilateral option to extend the

tenn of the Agreements for an additional five years at no additional cost beyond the current financial arrangements. XM Canada has expressed its intent to

exercise this option at the end of the initial term of the Agreements.

The various deliverables of these Agreements entered into in November 2005 are considered a single accounting unit in accordance with the EITF No. 00-21,

and as such are accounted for as follows:

~ The $ 152.1 million fair value of the shares received is recorded as Deferred income on the Company's Condensed Consolidated Balance Sheets and

amortized on a straight-line basis into income as Other revenue in the unaudited Condensed Consolidated Statements of Operations over the

15-year expected tenn of the Agreements. During each of the three months ended March 31, 2007 and 2006, XM amortized $2.5 million into

income as Other revenue. As of March 31, 2007 and December 31, 2006, the Deferred income balance related to the fair value of shares received

was $ 136.2 million and $ 138.6 million, respectively.

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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The Company receives a 15% royalty fee for all subscriber fees earned by XM Canada each month for its basic service and a nominal activation fee

for each gross activation of an XM Canada subscriber on the Company's system. Beginning in 2006, XM began to accrue for, and record as

revenue, royalties and activation fees related to XM Canada's subscribers. During the three months ended March 31, 2007 and 2006, XM accrued

approximately $0.8 million and $0,2 million, respectively, in subscriber revenue royalty and activation fees, During the three months ended

March 31, 2007 and 2006, recognized revenue was not material. The remaining unrecognized revenue was recorded as Deferred income and will be

amortized on a straight-line basis into mcome over the remaining expected term of the Agreements in accordance with the BITF No. 00-21. As of

March 31, 2007 and December 31. 2006, the Deferred income balance related to the subscriber revenue royalty and activation fees was $2.8 million

and $2.0 million, respectively. In subsequent periods, the Company will recognize the pro-rata portion of the current period's accrued revenue in

addition to the amortization for each previous periods'ccrued revenue.

XM has also provided XM Canada with a CDN$45 million standby credit facility, which can only be utilized to finance purchases of terrestrial repeaters or for

the payment of subscription fees to XM. The facility matures on December 31, 2012 and bears interest at a rate of 9% per annum. XM has the right to convert

unpaid principal amounts into Class A Subordinate Voting Shares of XM Canada at the price of CDN$ 16.00 per share. As of March 31, 2007, XM Canada had

not drawn on this facility.

In addition, XM Canada will pay XM $69.1 migion for the rights to broadcast and market National Hockey League ("NHL") games for the 10-year term of
XM's contract with the NHL. Tbe $69.1 million payment is comprised of $57.0 million in license fees and $ 12.1 million in advertising costs and is required to be

paid in ten annual installments ranging from $5.25 million to $7.5 million per year. In accordance with EITF No. 99-19, Reporting Revenue Gross as a Principal

versus Net as an Agent, XM recognizes these payments "gross as a principal" in Other revenue. During each of the three months ended March 3 I, 2007 and

2006, XM recognized $ 1.1 million of license fees; advertising cost reimbursements were not material.

During 2006, XM recognized a $4.5 million gain as Other income related to the sale of 78 terrestrial repeaters to XM Canada during 2005. XM Canada

purchased these repeaters from XM at their original cost.

XM accounts for its ownership in XM Canada using the equity method of accounting. XM Canada has a fiscal year end of August 31. Therefore, XM will record

its share ofXM Canada's nei income or loss, using the average currency exchange rate for the period, based on XM Canada's quarterly periods ending on the last

day of February, May, August and November. Summarized financial information for XM Canada is as follows (US$ in thousands):

Current assets
Non-current assets
Current liabilities
Non-current liabilities~ Total shareholders'quity

February 28,2007

$ 41,903
$ 231,478
$ ] 8,094
$ 102,745
$ 152,542

November 30 2006

$ 50,641
$ 247,848
$ I7,782
$ 101,674
$ 179,033

Revenues
Net loss
XM's share of net loss

Tbree montbs ended
February 28, 2007

$ 4,177
$ 23,253
$ 5,425

Three months ended
February 28 2006

$ 992
$ 38,106
$ 8,884

During the three months ended March 31, 2007, XM recorded a currency translation loss of approximately $0.2 million, as a component of Accumulated other

comprehensive income in Stockholders'eficit in the Condensed Consolidated Balance Sheets. The $0.2 million loss is net of a tax benefit of approximately $0.1

million, which is offset by a corresponding $0.1 million
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RE
expense to the Provision for deferred income taxes. During the three months ended March 31, 2006, XM recorded a currency translation gain of approximately

+ $2.3 million, as a component of Accumulated other comprehensive income in Stockholders'eficit in the Condensed Consolidated Balance Sheets. The $2.3

million gain is net of a tax expense of approximately $ 1.4 million, which is offset by a corresponding $ 1.4 million benefit to the Provision for deferred income

taxes.

During 2006, the Company reduced the carrying value of its investment in XM Canada due to a decrease in fair value that was considered to be other than

temporary and recorded an impairment charge of $57.6 million. XM Canada's shares trade publicly on the Toronto Stock Exchange under the symbol,
"XSR.TO." The quoted market price on February 28, 2007 (the date of XM Canada's most recent financial statemests) was CAD$6.65, or approximately

US$5.68. Based on the number of shares held by the Company on March 31, 2007, the fair value of the Company's investment in XM Canada was

appmximately $63.0 million. As of March 31, 2007 and December 31, 2006, the carrying value of the Company's investment in XM Canada was approximately

$68.6 million and $74.3 million, respectively. As ofMarch 31, 2007 and December 31, 2006, the amounts due from XM Canada were $3.2 million and $ 1.6

million, respectively, and are included in Prepaid and other current assets in the Condensed Consolidated Balance Sheets.

Cost Method Investment and Available-for-Sale Equity Securities

II'arldSpace

On July 18, 2005, XM acquired 1,562,500 shares of Class A common stock of WorldSpace, Inc. ("WSI") and a warrant to purchase at WSI's initial public

offering price of $21.00 an additional aggregate number of shares equal to $37.5 million, subject to certain operational vesting conditions, in exchange for $25.0

million. XM allocated its $25.0 million investment between the two financial instruments, $ 12.9 million to the Class A common stock and $ 12.1 million to the

wai'rant. XM accounts for its investment in WSI Class A common stock as available-for-sale securities and accounts for its investment in the warrant under the

cost method, subject to other than temporary impairtnent. WorldSpace provides XM certain programming in exchange for a fixed monthly fee under an amended

programming agreement that extends through June 7, 2009.

During 2006, the Company reduced the carrying values of its investments in WSI common stock and warrant due to decreases in fair values that were considered

to be other than temporary and recorded impairment charges of $7.3 million and $ 11.6 million, respectively. WorldSpace's shares trade publicly on the

NASDAQ Stock Exchange under the symbol, "WRSP." The quoted market price on March 31, 2007 was $3.58. Based on the number of shares held by the

Company, the fair value of the Company's investment in WSI common stock was approximately $5.6 million on March 31, 2007. As of March 31, 2007, the

carrying value of the Company's investments in WSI common stock and warrant was approximately $5.6 million and $0.5 million, respectively. As of
December 31, 2006, the carrying value of the Company's investments in WSI common stock and warrant was approximately $5.5 million (which included $0.1

million of unrealized losses) and $0.5 million, respectively.

(5) Deferred Financing Fees

Deferred financing fees consist of the following (in thousands):

10% senior secured discount convertible notes due 2009
9.75% senior notes due 2014
Senior floating rate notes due 2013
1.75$e convertible senior notes due 2009
Valuation ofwarrants issued to re!ated party in conjunction with credit facilities
Valuation of warrants issued to related party in conjunction with the issuance of 10% senior secured discount convertible notes

Mortgage
Sale-leaseback transaction of XMW satellite
Total deferred financing fees
Accumulated amortization

Deferred financing fees, net

March 31,
2007

$ 1,432
16,091
5,354

10,066
25,15]

540

3.931
62,565

(22.292)
$ 40.273

December 31,
2006

$ 1,432
16,091
5,354

10.066
25,151

540
504

59,138
(20.537)

$ 38.601
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(6) Long-Term Debt

Certain of'he Company's debt. instruments and credit facility contain covenants that include restrictions on indebtedness, mergers, limitations on liens,

liquidations and sale and leasebacl& nansactions, and also require the maintenance of certain financial ratios. The Company was in compliance with all of its

covenants as of March 31, 2007. The Company's debt instruments and credit facilities permit the debt issued thereunder to be accelerated upon certain events,

including the failure to pay principal when due under any of the Company's other debt instruments or credit facilities subject to materiality thresholds.

The following table presents a summary of the debt activity for the three months ended March 31, 2007 (in thousands):

9.75% senior notes due 2014
1.75% convertible senior notes due 2009
Senior floating rate notes due 2013
10%a senior secured discount convertible notes due 2009

Less: discount
Debt of variable interest entity
Mortgages
Capital leases

Total debt
Less: current portion
Long-term debt, net of current portion

December 31,
2006

$ 600,000
400,000
200,000

33,249
(5,213)

38,877
33.711

1„300,624
14.445

$ 1.286.179

issua aces /
Additions

$

230,800

4.387
$ 235.187

Discount
Amortization

342

$ 342

Principal
Payments

$

(38,877)
~3972
~9442.992

Retirements /
Estiu09uisbmcuts

March 31,
2007

$ 600,000
400,000
200,000
33,249
(4,871)

230,800

34.123
1,493,301

14.365
$ 1.478.936

Mortgages

1500 Eckington Place

As of March 31, 2007 and December 31, 2006, the remaining principal balance of the 1500 Ecl&ington Place Mortgage Loan was $0 and $ 32.4 million,

respectively. Principal and interest at a fixed rate of 6.015%9 was payable monthly until the mortgage was scheduled to mature in September 2014, The

mortgage loan was secured by the building and an escrow with a balance of $ 1.4 million at December 31, 2006. The mortgage loan on this property was

retired during February 2007, as further discussed below under the heading, "Capital Lease — XM— 4 Satellite" and the Company recorded a de—leveraging
charge of $2,2 million,

G(l Florida rt venae

As of March 319 200'7 and December 31, 2006, the remaining principal balance of the 60 Florida Avenue Mortgage Loan was $0 and $6.5 million,
respectively. Principal and interest at a fixed rate of 8.26% was payable monthly until the mortgage was scheduled to mature in September 2010. The

mortgage loan was secured by the building, the land, and an escrow with a balance of $0.3 million at December 31, 2006. The moirtgage loan on this

property was retired during February 2007, as further discussed below under the heading, "Capital Lease — XM— 4 Satellite" and the Company recorded a

de-leveraging charge of $ 0.8 million.

Capital Lease — XM-4 Satellite

On February 13, 2007, the Company entered into a sale—leasebacl& transaction with respect to the transponders on the XM —4 satellite, which was launched

in October 2006 and placed into service during December 2006,

The Company sold the XM —4 transponders to Satellite Leasing (702—4) LLT ("Trust"), a third—pairty trust formed solely for the purpose of facilitating the

sale—leasebacl& transaction. The Trust pooled the funds used to purchase the transponders fiom a $ 57.7 million investment by an equity investor and the

$ 230.8 million in proceeds from the issuance of its 10% senior secured notes due 2013 ("Debt of variable interest entity"). The Company is accounting for
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the sale and leaseback of the transponders under sale-leaseback accounting with a capital lease, pursuant to FASB 13, Accountingfor Leases, as amended.

Furthermore, the Company determined that the Trust is a variable interest entity, as that term is defined under FASB Interpretation (FIN) No. 46(R),

Consolidation of Variable lntcres/ Entities — An lntet7tretatton ofARB Pto. 5l, and that the Company is the primary beneficiary of the Trust. Pursuant to

FIN No. 46(R), the Company consolidated thc Trust into its unaudited Condensed Consolidated Financial Statements.

Under the terms of the lease. the Company ls obligated to make payments that total approximately $437.4 million, of which $ 126.6 is interest, over the

nine-year base lease term as follows (in millions): $27.9 in 2007, $33.2 in 2008, $28.9 in 2009, $28.4 in 2010, $71.0 in 2011 and $248.0 thereafter.

Suntrnaryof the Transaction. Under the sale-leaseback arrangement, the Company sold the XMW transponders to the Trust owned by Satellite Leasing

(702M) LLC ("Owner participant") for $288.5 million, representing the fair market value based on an appraisal performed by satellite consulting and lease

appraisal firms. XM Satellite Radio Inc. is leasing the transponders for a term of nine years with an early buy-out option in year tive and a buy-out option

at the end of the term. These lease payment obligations, which are unconditional and guaranteed by XM Satellite Radio Holdings Inc., are senior

unsecured obligations and rank equally in right ofpayment with existing and future senior unsecured obligations.

Throughout the term of the lease, at any time when the Company is not investment grade, the Company will provide credit support to Owner Participant.

To provide this credit support, the Company retired the existing mortgages on its headquarters and data center properties in Washington, D.C. and put into

place new mortgage liens on those properties in favor of the Owner participant.

The Company will have full operational control over the transponders for the lease term, absent default. The Company is subject to an obligation to sell the

XM-4 Bus, the remaining component of the XM—4 satellite, to the lessor for a nominal sum in the event that the Company does riot repurchase the

transponders at the end of the term.

The Company has an early buyout option in year five and a buy-out right at the end of the lease term, each at prices representing the fair market value

based on an appraisal perfotmed by satellite consulting and lease appraisal firms. The Company has other rights to purchase the transponders or the equity

interest in the lessor, all at prices at or above the appraised fair market value. The Company also has rights to cause the lessor to effect a refinancing of the

notes, and any interest savings from the refinancing would result in reduced lease payments.

The Company can be required to repurchase the transponders upon the occurrence of specified events, including an event of loss of the satellite (subject to

the right to substitute another satellite meeting equivalent or better value and functionality tests), changes in law that impose a material regulatory burden

on the Owner participant, changes of control and events resulting in the absence of another holder (other than the Company and its affiliates) of FCC

satellite radio licenses in the frequency bands that can be served by the XM-4 satellite. The Company has agreed to provide indemnities in the event that

certain actions by the Company cause the Owner participant to lose or not be able to take certain tax positions relating to the transaction.

(7) Financing Transactions

Satellite Sale-leasebact'n

February 13, 2007, the Company entered into a sale-leaseback transaction with respect to the transponders on the XM-4 satellite. The Company received net~ proceeds of approximately $289 million from the transaction, of which $44 million (inclusive of interest) was used to retire outstanding mortgages on real

property and the remainder of which provides additional liquidity available for working capital and general corporate purposes.

De-le»eraging Transactions

In January 2006, the Company exchanged $42.4 million aggregate carrying value, or $52.3 million aggregate fully accreted face value at maturity, of its 10N

Senior Secured Discount Convertible Notes due 2009 by issuing approximately 17.1 million shares of Class A common stock. As a result of the exchange, the

Company recorded a de-leveraging charge consisting of a redemption premium of $ 18.4 million. In addition, the Company wrote-off an unamortized beneficial

conversion feature of $9.9 million to interest expense and unamortized debt issuance costs of $ 1.4 million to Additional paid-in capital.
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~(8) Equity

Preferred Stock

The Company has authorized 60,000.000 shares ofpreferred stock, par value $0.01, of which 15,000,000 shares were designated non-voting Series A

convertible preferred stock, 3,000,000 shares were designated nonvoting 8.25% Series B convertible redeemable preferred stock, and 250,000 shares were

designated 8.25% Series C convertible redeemable preferred stock, all of which are convertible into Class A common stock at the option of the holder.

Additionally, 250,000 shares were designated as non-voting Series D participating preferred stock in connection with the adoption of the Shareholders'ights

Plan and are junior to all other classes of preferred stock. The Series A preferred stock receives dividends, if declared, ratably with the common stock. The Series

C convertible redeemable preferred stock contained voting and certain consent rights.

There were 5,393,252 shares of Series A convertible preferred stock issued and outstanding with a liquidation preference of $51.4 million as of March 31, 2007

and December31, 2006, respectively. During 2006. the Company repurchased the Series B convertible redeemable preferred stock and converted the Series C

convertible redeemable preferred stock. There tvere no shares issued and outstanding of the Series B convertible redeemable preferred stock, Series C convertible

redeemable preferred stock or Series D preferred stock as of March 31, 2007 and December 31, 2006, respectively.

Contnton Stock

The Company has authorized 600,000,000 shares of Class A common stock, par value of $0.01, ofwhich 306,082,407 and 305,781,515 shares were issued and

outstanding as of March 31, 2007 and December 31, 2006, respectively. The Company has authorized 15,000,000 shares of Class C common stock, par value of

$0.01, of which no shares were issued and outstanding as of March 31, 2007 and December 31, 2006.

(9) Stock-Based Compensation

The Company has three stock-based compensation plans. It is the practice of the Company to satisfy awards and options granted under these plans through the

issuance of new shares. During the three months ended March 31, 2007 and 2006, the Company recognized compensation expense of $ 14.1 million and $ 12.1

million, respectively. In each of the periods described above, compensation expense was recorded in the unaudited Condensed Consolidated Statements of

Operations related to these plans. Por a summarized schedule of the distribution of stock-based compensation expense, see the appended footnote to the

unaudited Condensed Consolidated Statements of Operations on page 4 of this Form 10-Q. The Company did not capitalize any stock-based compensation cost

during the three months ended March 31, 2007 and 2006, respectively. The Company did not realize any income tax benefits from stock-based payment plans

during the three months ended March 31, 2007 and 2006, respectively, as a result of a full valuation allowance that is maintained for substantially all net deferred

tax assets.

199S Shares Award Plan anti Xhf Talent Option Plan

On June I, 1998, the Company adopted the 1998 Shares Award Plan ("1998 Plan") under which, as amended, employees, consultants and non-employee~ directors may be granted stock options and restricted stock fer up to 25,000,000 shares of the Company's Class A common stock. Stock option awards and

restricted stock awards under the 1998 Plan generally vest ratably over three years based on continuous service. Stock option awards are generally granted with~ an exercise price equal to the market price of the Company's stock at the date of grant and expire no later than ten years from the date of grant. At March 31,

2007, there were 154,379 shares available under the 1998 Plan for future grant.

In May 2000, the Company adopted the XM Talent Option Plan ("Talent Plan") under which non-employee programming consultants to the Company may be

granted stock options for up to 500,000 shares of the Company's Class A common stock, which shares are reserved under the Talent Plan. Stock option awards

under the Talent Plan generally vest ratably over three years based on continuous service. These stock option awards are generally granted with an exercise price

equal to the market price of the Company's stock at the date of grant and expire no later than ten years from the date of grank At March 31, 2007, there were

340.000 options available under the Talent Plan for future grant.
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Stock Options — The fair value of each stock option award is estimated on the date of grant using a Black—Scholes option-pricing model based on the

following weighted average assumptions:

Three months ended
March 3),

Expected dividend

yield'xpectedvolatility(i)
Risk—free interest rate(&)

Expected term(&)

2007

0%

46%
4. 54%

6 Years

2006

0%

42%
4.78%

6 Years

( I ) Expected volatilitics arc based on implied volatilitics from publicly traded options on thc Company's stock.

(2) Thc risk-frcc rate for periods v:ithin thc contractual term of the stock option is based on the U.S. Treasury yield curve in cffcct at the time of grank

(3) The cxpcctcd term for 2006 aud 2007 is calculated as thc avcragc bctwccu tbc vesting tenn aud thc contractual tenn, weighted by tranche, pursuant to SAB 107.

A summary of the status of the Company's ag&gregate stock option awards under the 1998 Plan and the Talent Plan as of Mmch 31, 2007, and activity

during the three months then ended is presented below:

Outstanding, January I, 2007
Granted
Exercised
Forfeited, cancelled or expired

Outstanding, March 31, 2007
Vested and expected to vest, March 31, 2007
Exercisab'le, March 316 2007

Shares
15,843,884

162,200
(261,341)

~101 661

15,643,062
15,369,878
12,329,945

Weighted-
Average
Exercise

Price

$ 17,82
$ 13 81

$ 5.84
$ 26.28
$ 17.92
$ 17.93
$ 17.] I

Weighted-Average
Reals I! I I I'I g

Contractual 'farm
(Yearsi

6.46
6.46
5.89

Aggregate
intrinsic

Value
(in ril uasands)

$ 26„527
$ 26,064
$ 26,027

The per share weighted-average fair value of stock option awards granted during the three months ended March 31, 2007 and 2006 was $ 6.99 and $ 12,70,

respectively, on the date of grant. The total intrinsic value on the date of exercise of stock option awards exercised during the three months ended

March 31, 2007 and 2006 was $2.2 million and $ 3.9 million, respectively. As of March 31, 2007, there was $27.3 million of total unrecognized

compensation cost related to stock option av,ards granted under the 1998 Plan and Talent Plan. The weighted-average period over which the compensation

expense for these avvards is expected to be recognized is 1.64 years as of March 31, 2007.

Restricted Stock — A summarv of the status oi'the Company's restricted siock as of March 31, 2007, and activity during the three months then ended is

presented below:

Weighted-Average
Grant Date
Pair ValueShares

3,390;359
66,250

(10,001)
~6.000
3.441.608

$ 19.27
$ 1464
$ 28.75
$ 15.89
$ 19.]6

Nonvested, January I, 2007
Granted
Vested
Forfeited

Nonvested, March 31, 2007

The fair value of each restricted stock award is the market value, as determined by the last sale price of the Company's Class A common stock on The

NASDAQ National Market, of the stock as if it were vested and issued on the grant date. As of March 31, 2007 and December 31, 2006, there were $43.5

million and $49.3 million, respectively, of total unrecognized compensation cost related to restricted stock granted under the 1998 Plan. The

weighted-average period over which the compensation expense for these awards is expected to be recognized is 2.12 years as of March 31, 2007.
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2

Finployee Stock Purcliasd Plan

In 1999, the Company established an employee stock purchase plan ("ESPP") that, as amended, provides for the issuance of 1,000,000 shares. All employees

~vhose customary employment is more than 0 hours per week and for more than five months in any calendar year are eligible to participate in the stock purchase

plan, provided that any employee who would own 5% or more of the Company's total combined voting pov;er immediately after an offering date under the ESPP

is I'ioi eligible to participate. Eligible employees must authorize the Company to deduct an amount from their pay during offering periods established by the

comp nsation committee, The purchase price for shares under the plan will be determined by the compensation committee but may not be less than 85% of the

lesser of'the market price of the common stock on the first or last business day of each offering period, a "lool&—back option."

Under the provisions of SFAS 123R, the Company's ESPP is considered a compensatory plan due to the greater than 5% discount, and Ihe "lool&—back option,"

Effective January I, 2006, the Company began recognizing compensation cost related to the ESPP. Compensation expense recognized pursuant to the ESPP is

not material to the unaudited Condensed Consolidated Statements of Operations. As of March 31, 2007 and 2006, the Company had issued a cumulative total of

744,453 and 637,759 shares, respectively, under this plan, The weighted—average grant date fair value for shares issued during the three months ended March 31,

2007 and 2006 was $ 10.98 and $ 18.93, respectively, per share. The remaining shares available for issuance under the ESPP at March 31, 2007 were 255,547.

Effective April I, 2007, the Company suspended the ESPP pursuant to the terms of the February 19, 2007 merger agreement with Sirius Satellite Radio Inc.

(10) Related Party Transactions

The Company developed strategic relationships with certain companies that were instrumental in the construction and development of its system. In connection

with the Company granting to them large supply contracts, some of these strategic companies have become large investors in XM and have been granted rights to

designate directors or observers to XM 's board of directors. The negotiation of these supply contracts and investments primarily occurred at or prior to the time

these companies became related parties.

The Company is a party to a long— term distribution agreement with General Motors ("GM") that provides for the installation of XM radios in General Motors

vehicles, as further described in Note 12. The Company has an agreement with GM to malce available use of the Company's bandwidth. The Company has

arrangements with American Honda relating to the promotion of the XM Service to new car buyers, the use of bandwidth on the XM System and the

development of telematics services and technologies. As of March 31, 2007, the Company is engaged in activities with GM and Honda to jointly promote new

car buyers to subscribe to the XM service. Subscriber revenues received fiom GM and Honda for these programs are recorded as related party revenue. GM is

one of the Company's shareholders and Chester A. Huber, Jr., the President of OnStar Corporation, a subsidiaiy of General Motors, is a member of the

Company's board of directors. John Vr'. Mendel. a member of the Company's board of directors, is Senior Vice President, automobile operations of American

Honda Motor Co., Inc.

The Company had the following related party balances at March 31, 2007 and December 31, 2006 (in thousands):

Honda
Total

Due from
Mnrcb 31, December 31,

2007 2006

$ 6,792 $ 8,149
1.880 5.842

Prepaid expense
March 31,

2007
December 31,

2006

$ 226,409 $ 227,658

$ 8.672 $ 13.991 $ 226.409 $ 227.658

Due io
March 31, December 31,

2007 2006

$ 48,056 $ 44,975
749 1.484

$ 48.805 $ 46.459

The Company earned the foliowing total revenue, primarily consisting of subscriptions, in connection with sales to related parties described above (in thousands);

GM
Honda

Total

Three months ended
March 31,

2007 2006

$ 6,3.65 $ 6,118
4.367 3.617

$ 10.732 $ 9.735
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The Company has relied upon certain related parties for technical, marketing and other services. The Company has incurred the following costs in transactions
v'1th the related parties described above (in thousands):

Three months ended
March 31, 2007

Three nioaths ended
March 31, 2006

Research & development
Customer care & billing operations
Revenue share & royalties
Marketing

Total

GM

$
52

23.730
37.483

$ 61.265

Honda

$ —

477
$ 477

GM Honda

$ — $ 950
89

17,799
39 013 336

$ 56.901 $ 1 286

GM — In 1999, the Company established a distribution agreement with GM (see Note 12). Under the terms of the agreement, GM distributes the XM Radio

Service in various models of its vehicles. This agreement was amended in June 2002 and January 2003 and continues to be clarified as XM's business operations

and working relationship with GM continues to evolve.

Honda — The Company has arrangements with Honda relating to the promotion of the XM service to nev buyers, the use of bandwidth on the XM system and

the development of telematics services and technologies.

In addition to the aforementioned related parties, the Company has transactions with an equity method investee, XM Canada, which are more fully discussed iil

Note 4.

(11) Supplemental Cash Flows Disclosures

The Company paid $9.1 million and $3.8 million for interest, net of amounts capitalized to System under construction of $2.2 million and $ 5.3 million, during
the three months ended March 31. 2007 and 2006, respectively. Additionally, the Company incurred the following non—cash financing and investing activities (in

thousands):

Three months ended
March 31,

Accrued system construction costs
Conversion of 10% senior secured discount convertible notes due 2009 to Class A common stock
W'rite—off of deferred financing costs to equity in connection with the conversion of 10% Senior secured discount convertible notes due

2009
Property acquired through capital leases

2007

$

4,387

2006

$ 16,340
52,268

1,440
1,078

(12) Commitments and Contingtencies

Satellite Systein

Satellite Deploymeiit Plan — The. Company currently operates four satellites in—orbit. It launched its first two satellites, XM— I and XM—2 in the first half of
2001 prior to the commencement of commercial operations. These satellites suffer from a progressive solar array power degradation issue that is common to the
first six Boeing 702 class satellites in orbit — XM —2 and XM —

I were the fifth and sixth Boeing 702s launched. In February 2005, the Company launched
XM — 3. XM —3 was placed into one of the Company's orbital slots and beginning in April 2005 is being used to transmit the XM service. During the second
quarter of 2005, the Company collocated XM-1 with XM-2 in the other orbital slot. The Company successfully launched its fourth satellite ("XM —4") into
.geosynchronous transfer orbit on October 30, 2006, which was handed over to the Company in December 2006 and is being used to transmit the XM service.
XM— I and XM-2 now function as in—orbit spares. During the second quarter of 2005, XM entered into a contract to construct a fifth satellite, ("XM —5"),
expected to be completed by late 2007 or early 2008 for use as a ground spare or to be available for launch as needed.
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Sateiiite Contracts and Other Costs: XM-/, XM-2, XM-3, XM-4 andXM-5 — As of March 31, 2007, the Company has paid approximately $961.6 million,~ including manufacturing and launch costs, financing charges, in-orbit performance incentives and additional costs for collocation, under the satellite contracts

related to XM-l, XM-2, XM-3, XMW and XM-5. The Company originally entered into its satellite contract with Boeing Satellite Systems International, Inc.

("BSS") in March 1998, and has subsequently amended the contract, including most recently in July 2006. Under the satellite contract, BSS has delivered four

satellites in-orbit, XM-l, XM-2, XM-3 and XM-4, supplied ground equipment and sofbvare used in the XM Radio system and provided certain launch and

operations support services. As of March 31, 2007, XM had paid fully its contractual obligations to BSS, except for XM-3 and XM-4 performance incentive

payments which are earned over the lifetime of the satellites. In August 2003, XM contracted with Sea Launch Company, LLC ("Sea Launch") for the associated

launch services for the XM-4 satellite, and in September 2006, the Company exercised an option in the Sea Launch contract for launch services for XM-5. In

June 2005, the Company awarded a contract to Space Systems/Loral ("SS/L") for the design and construction of its fifth satellite, XM-5. Construction ofXM-5

is expected to be completed by late 2007 or early 2008.

XM-3 — In February 2005, the Company launched its XM-3 satellite. XM-3 was modified to correct the solar array degradation issues experienced by XM-1

and XM-2, as well as to optimize XM-3 for the specific orbital slot into which it has been placed. BSS has the right to earn performance incentive payments of
up to $25.9 million, excluding interest, based on the in-orbit performance ofXM-3 over its design life of fifteen years. The Company has in-orbit insurance

relating to XM-3 through February 2008.

XM-4 — In October 2006, the Company launched its XM-4 satellite. BSS has the right to earn performance incentive payments of up to $ 12 million, plus
interest, over the first twelve years of in-orbit life, up to $7.5 million for high performance (above baseline specifications) during the first fifteen years of
in-orbit life, and up to $ 10 million for continued high performance across the five year period beyond the fifteen year design life. The Company has launch plus
one year of in-orbit insurance for XM-4 and five years of in-orbit insurance for a portion ofXMW. These policies run concurrently. In February 2007, the

Company entered into a sale-leaseback transaction of the transponders on the XM-4 satellite.

Xi@-5 — During the second quarter of 2005, XM entered into a contract with SS/L to construct a spare satellite. Upon the award of the contract, SS/L began
construction of the XM-5 satellite. Approximately two years before, on July 15, 2003, SS/L, its parent, Loral Space & Commumcations Ltd. and certain other
affiliated entities (collectively, the "Debtors") commenced voluntary Chapter 11 bankruptcy cases under the Bankruptcy Code in the United States Bankruptcy
Court for the Southern District ofNew York (the "Court"), which cases are being jointly administered under lead case number 03&1710. Pursuant to an order
entered on July 20, 2005, the Court approved the Company's contract with SS/L. On August 1, 2005, the Court entered an order confirming the Debtors'ourth
Amended Joint Plan of Reorganization Under Chapter 11 of the Bankruptcy Code (the "Reorganization Plan"). The Reorganization Plan became effective on

November 21, 2005. Pursuant to the terms of the Company's contract with SS/L, the Company is required to make construction payments on XM-5 into an

escrow account until the occurrence of an "Emergence Date" as defined in the contract. Although the contractually-defined "Emergence Date" has not occurred,
XM has authorized the escrow agent to release certain escrowed funds to SS/L to cover SS/L's costs incurred as is reasonably necessary for SS/L to continue
performing work under the contract. As of March 31, 2007, with respect to XM-5, the Company has paid $ 119.1 million and accrued costs of $2.1 million,
excluding financing charges.

GM Distribution Agrees&ent

The Company has a long-term distribution agreement with General Motors. The agreeinent had been assigned by GM to its subsidiary OnStar, but was assigned~ back to GM in June 2006. During the term of the agreement, which expires twelve years from the commencement date of the Company's commercial operations
in 2001, GM has agreed to distribute the service to the exclusion of other S-band satellite digital radio services. The agreement was amended in June 2002 and
January 2003 to clarify certain terms in the agreement, including extending the dates when certain initial payments were due to GM and confirming the date of
the Company's commencement of commercial operations, and to provide that the Company could make certain payments to GM in shares of the Company's
Class A common stock. The Company's total cash payment obligations were not increased. Under the distribution agreement, the Company is required to make a

subscriber acquisition payment to GM for each person who becomes and remains an XM subscriber through the purchase of a GM vehicle.

In April 2006, the Company amended the distribution agreement pursuant to which the Company made a prepayment in May 2006 in the amount of $237 million

to GM to retire at a discount approximately $320 million of the remaining fixed payment obligations that would have come due in 2007, 2008, and 2009. The
April 2006 amendments eliminated the Company's ability to make up to $35 million of subscriber acquisition payments in shares of the Company's Class A

common stock. In addition, the Company's credit facility with GM was increased from $ 100 million to $ 150 million. The facility will
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terminate, and all draws will become due, upon the earlier of December 31, 2009 and six months after the Company achieves investment grade status. The

amendments also provide that the security arrangements on the GM facility will be unsecured until the first draw under the bank credit facility and then secured

on a second priority basis behind the secured indebtedness permitted to be incurred under the bank credit facility. As ofMarch 31, 2007, the Company has $26.0

million of current prepaid expense to related party and $ 143.1 million of non~urrent prepaid expense to related party in connection with the guaranteed fixed

payments, as the result of a prepayment of $237 million to GM in May 2006.

In order to encourage the broad installation of XM radios in GM vehicles, the Company has agreed to subsidize a portion of the cost of XM radios, and to make

incentive payments to GM when the owners of GM vehicles with installed XM radios become subscribers to the Company's service. The Company must also

share with GM a percentage of the subscription revenue attributable to GM vehicles with installed XM radios, which percentage increases until there are more

than eight million GM vehicles with installed XM radios (at which point the percentage remains constant). Accordingly, the revenue share expense is recognized

as the related subscription revenue is earned. As of March 31, 2007, the Company has $45.0 million of current prepaid expense to related party and $ 12.3 million

of non-current prepaid expense to related party in connection with this revenue sharing arrangement. As part of the agreement, GM provides certain call-center
related services directly to XM subscribers who are also GM customers for which the Company must reimburse GM. The agreement is subject to renegotiation at

any time based upon the installation of radios that are compatible with a common receiver platform or capable ofreceiving Sirius Satellite Radio's service. The

agreement was subject to renegotiation in November 2005, and wig be subject to renegotiation at two-year intervals thereafter, if GM did or does not achieve

and maintain specified installation levels of GM vehicles capable of receiving the Company's service. The specified installation level of 1,240,000 units by
November 2005 was achieved in 2004. The specified installation levels in future years are the lesser of 600,000 units per year or amounts proportionate to targets
in the satellite digital radio service industry. There can be no assurances as to the outcome of any such renegotiations. GM's exclusivity obligations will
discontinue if, by November 2007 and at two-year intervals thereafter, the Company fails to achieve and maintain specified minimum share levels in the satellite
digital radio service industry. The Company was significantly exceeding the minimum levels at March 31, 2007. For the three months ended March 31, 2007 and

2006, the Company incurred total costs of $ 61.3 million and $56.9 million, respectively, under the distribution agreement.

Legal Proceedings

The Company is currently subject to claims, potential claims, inquiries or investigations, or party to legal proceedings, in various matters described below. In

addition, in the ordinary course of business the Company becomes aware from time to time of claims, potential claims, inquiries or investigations, or may
become party to legal proceedings arising out of various matters, such as contract matters, employment related matters, issues relating to its repeater network,
product liability issues, copyright, patent, trademark or other intellectual property matters and other federal regulatory matters.

Litigation and Arbitration

Securities class action — A consolidated action was filed in the United States District Court for the District of Columbia on behalfof a purported nationwide
class ofpurchasers of the Company's common stock between July 28, 2005 and February 16, 2006 against the Company and its chief executive officer. The
complaint, as amended in September 2006, sought an unspecified amount of damages and claimed violations of Sections 10(b) and 20(a) of the Securities
Exchange Act of 1934 and Rule 10b-5 thereunder, alleging various statements made during the putative class period by the Company and its management failed~ to project accurately or disclose in a timely manner the amount ofhigher costs to obtain subscribers during the fourth quarter of 2005. On March 28, 2007, the
Company's motion to dismiss the action was granted and the case dismissed with prejudice. The court concluded that "plaintiffs have failed to identify any~ materially misleading statements or omissions that are actionable under Section 10(b)" of the Securities Exchange Act of 1934.

Atlantic Recording Corporation, BMG Music, Capita/ Records, Inc., Elektra Entertainment Group Inc., Intsrscope Records, Motown Record Company, L.P.,

Sony BMG Music Entertainmsnt. UMG Recordings, Inc., Virgin Records, Inc and 5'amer Bros. Records Inc. v. XM Satellite Radio Inc. — Plaintiffs filed this
action in the United States District Court for the Southern District of New York on May 16, 2006. The complaint seeks monettuy damages and equitable relief,

alleging that recently introduced XM radios that also have MP3 functionality infringe upon plaintiffs'opyrighted sound recordings. The Company's motion to

dismiss this matter was denied in January 2007.

The Company believes these allegations are without merit and that these products comply with applicable copyright law, including the Audio Home Recording
Act, and intends to vigorously defend the matter. Music publishing companies have filed a lawsuit with similar allegations. There can be no assurance regarding
the ultimate outcome of these matters, or the significance, if any, to the Company's business, consolidated results of operations or financial position.
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Matthttw Endsrlin v. XM Satellite Radio Holdings Inc. and XM Satellite Radio lnc, — Plaintiff filed this action in the United States District Court for the Eastern~ District of Arkansas on January IO, 2006 on behalf of a purported nationwide class of all XM subscribers. The complaint alleges that the Company engaged in a

deceptive trade practice under Arkansas and other state laws by representing that its music channels are commercial-free. The Company has filed an answer to

the complaint, and instituted arbitration with the American Arbitration Association pursuant to the compulsory arbitration clause in its customer service

agreement. The arbitration has been stayed pending judicial determination of Enderlin's objections to the arbitration. The United States Court of Appeals for the

Eighth Circuit held on April I 7, 2007 that those objections are to be decided by the trial court, not the arbitrator. The Company believes the suit is without merit

and intends to vigorously defend the matter. There can be no assurance regarding the ultimate outcome of this matter, or the significance, if any, to the

Company's business, consolidated results of operations or fmancial position.

Copyright Royalty Board Arbitration — The Company is participating in a Copyright Royalty Board (CRB) proceeding in order to set the royalty rate payable by

the Company under the statutory license covering its performance of sound recordings over the XM system for the six year period starting in January 2007. The

Company and Sirius have recently filed their direct cases with the CRB proposing a rate of 0.88% of each of their adjusted gross revenues for this statutory

license. SoundExchange, a collective operated on behalf of owners of copyrighted recordings, such as the major record labels, has filed a direct case proposing a

rate increasing from 10% of adjusted gross revenues for the first year of the license increasing each year to over 23% during the final year of the license term;

their requested guaranteed minimums could result in a rate in excess of the foregoing percentages. The Company is also participating in a concurrent proceeding

to sei the royalty rate payable by the Company under the statutory license covering its performance of sound recordings over XM channels transmitted over the

DIRECTV satellite television system. The Company anticipates that hearings in these matters will take place during 2007, and that the CRB will render its

decision by the end of 2007. There can be no assurance regarding the ultimate outcome of these matters, or their significance to the Company's business,

consolidated results of operations or financial position.

Regulatory Matters and /ntltdri es

Federal Communications Caminissian ("FCC")

FCC Receiver Matter — As the Company has previously disclosed, it has received inquiries from, and responded to, the Federal Communications Commission

regarding FM modulator wireless transmitters in various XM radios not in compliance with permissible emission limits. No health or safety issues have been

involved with these wireless XM radios.

The Company has implemented a series of design and installation modifications, and the Company has obtained new certifications for numerous models of
modified XM radios using its new SureConnect technology. In addition, the Company has implemented a regulatory compliance plan, including the appointment

of an FCC regulatory compliance officer, to monitor FCC regulatory compliance, specifically with reference to the design, verification/certification, and

production ofXM radio receivers.

The Company has been submitting documents to the FCC and is in discussions with the FCC to resolve this matter. The Company cannot predict at this time the

extent of any further actions that it will need to undertake or any financial obligations it may incur.

There can be no assurance regarding the ultimate outcome of this matter, or its significance to the Company's business, consolidated results of operations or~ financial position.

FCC Repeater Netwar/t Matter — In October 2006, the Company filed for both a 30-day Special Temporary Authority ("STA") and a I 80-day STA with

respect to its terrestrial repeat r network, seeking authority to continue to operate its entire repeater network despite the fact that the technical characteristics of
cei1ain repeaters, as built, differ from the technical characteristics in the original STAs granted for its repeater network. These differences include some repeaters

not being built in the exact locations, or with the same antenna heights, power levels, or antenna characteristics than set forth in the earlier STAs. Prior to making

these recent filings, the Company reduced the power or discontinued operation of certain repeaters. As a result, the Company believes that service quality in

portions of the affected metro areas has been somewhat reduced, including in terms of more frequent interruptions and/or occasional outages to the service. There

has been no impact on the satellite signal. The Company continues to hold meetings with the staff of the FCC regarding these matters. In February 2007, the

Company received a letter of inquiry from the FCC relating to these matters, to which the Company has responded. This proceeding may result in the imposition

of financial penalties against the Company or adverse changes to the Company's repeater network resulting from having repeaters turned off or otherwise

modified in a manner that would reduce service quality in the affected areas. There can be no assurance regarding the ultimate outcome of this matter, or its

significance to the Company's business, consolidated results of operations or financial position.
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These recent STA requests are distinct from (and if granted would modify) the STAs originagy granted by the FCC relating to the Company's commencing and

~continuing operation of the repeater network. As th: Company has been disclosing, the FCC has not yet issued final rules permitting the Company (or Sirius) to

deploy terrestrial repeaters. aod tlie Company has been deploying and operating its repeater network based on those early STAs and requests the Company has

filed previously to extend the time periods of those STAs, which have expired. The Company (and Sirius) and others have been requesting that the FCC establish

final rules for repeater deployment.

Federal Trade Commission ("FTC )
FTC Inquiry — On April 25, 2006, the Company received a letter from the Federal Trade Commission stating that they are conducting an inquiry into whether its

activities are in compliance with various acts, including the FTC Act, the Telemarketing Sales Rule, the Truth in Lending Act and the CAN-SPAM Act. This

letter requests information about a variety of the Company's marketing activities, including free trial periods, rebates, telemarketing activities, billing and

customer complaints.

The Company has been submitting documents to the agency in response to the letter and is cooperating fully with this inquiry. There can be no assurance

regarding the ultimate outcome of this matter, or the significance. if any, to the Company's business, consolidated results of operations or financial position.

Securities and Exchange Commission ("SEC")

SEC Inquiry — As previously disclosed, the Staff of tbe Securities and Exchange Commission ("SEC") has requested that the Company voluntarily provide

documents to the Staff, including information relating to its subscriber targets, costs associated with attempting to reach those targets during the third and fourth

quarters of 2005, the departure of Mr. Roberts from its board of directors, its historic practices regarding stock options and certain other matters. In this

connection, the Company retained outside counsel, who engaged an independent accounting advisor, to conduct a review of its stock option practices. The

inquiry did not reveal the existence of material errors in any prior financial statements.

The Company has been submitting documents to the SEC in response to their requests and is cooperating fully with this inquiry. There can be no assurance

regarding the ultimate outcome of these SEC matters, or the significance, if any, to the Company's business, consolidated results of operations or financial

position.

Leases

In February 2007, the Company entered into a sale-leaseback transaction of the transponders on the XM-4 satellite. For a further discussion, see Note 6, under

the heading, "CapDal Lease- XM- 4 Satellite",

The Company has noncancelable operating leases for terrestrial repeater sites, oAice space, and software, and noncancelable capital leases for equipment that

expire over the next fifteen years. Additionally, the Company owns several buildings and leases a portion of the space to other entities.

(13) Condensed Consolidating Financial Information

The Company has certain series of debt securities outstanding that are guaranteed by Holdings and two of the Company's subsidiaries, XM Equipment Leasing

LLC, which owns certain tenustrial repeaters, and XM Radio Inc. These guarantees are full and unconditional and joint and several. Inc. is owned 100% by

Holdings. while XM Equipmcnt Leasing LLC and XM Radio Inc. are owned ) 00% by lnc. Satellite Leasing (702-4) LLT is a separate legal entity subject to

consolidation by the Company, pursuant to FIN 46(R). Accordingly, the Company provides the following condensed consolidating financial information,

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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XM SATELLITE RADIO INC., SUBSIDIARIES AND AFFILIATES
U'NAUDITED CONDENSED CONSOLIDATING BALANCE SHEETS

AS OF MARCH 31,2007

XM
Satellite Holdings Consolidated
Leasing Non- XM Satellite
(702&), Guarantor Radio

LLT Subsidiaries Eliminations Holdlogs Inc.

XM XMSR
Equipment Non- Cunsolidsted XM Satellite

XM Satellite XM Radio Leasing Guarantor XM Satellite Radio
Radio Inc. Inc. LLC Subsidiaries Eliminations Radio Inc. Holdings Inc.(iu thousands)

Current assets:
Cash and cash

equi valents
Accounts receivable,

net
Due from

subsidiaries/affiliat
Due from related

parties
Related party prepaid

expenses
Prepaid

programming
content

Prepaid and other
current assets
Total current

assets
Restricted investments
System under

construction
Property and

equipment, net
Investment in

subsidiary/affiliates~ DARS license~ Intangibles, net~ Deferred financing fees,
net

Related party prepaid
expenses

Invesunents
Prepaid and other assets

Total assets
Current liabilities:

Accounts payable
Accrued expenses
Accrued satellite

liability
Accrued interest
Current portion of

long-term debt
Due to related parties
Due to

subsidiary/affiliates
Subscriber deferred

revenue
Deferred income

Total current
liabilities

Long-term debt, net of
current portion

Subscriber deferred
revenue, net of
current poigion

Deferred income, nel of
current portion

Other non-current
liabilities

Total liabilities
Commitments and

contingencies
Minority interest~ Stockholders'quity

(deficit):

54,914 54,9'I 4 54,914

3,794 305,389 34,271 639,478 (982,889) 43 11,072 32,421 (43,536)es

8,672 8,672 8,672

71,02171,021 71,021

71,835 71,835 71,835

1.241 30.726 758 (31.851) 42.81841.94441.944

379.810
386

34,271 639,478 (982,945) 376,003
386

33,974
10

203,335 30,726305,389 (75,387) 568,651
396

138,760138,760

23,799 732,495 51,058708,696 40,077 (8,947) 814,683

(1,083,853) (373,151)1,083,853

4.329

373,151
141,387

4,329
141,387 141,387

4,329

34,749 34,749 5,524 40,273

155,388
75,0i 5

2.350
$ 1.447.087 $ 100.541

155.388

2.350
$ 2.369.561

155,388
75,015
4.282

$ 1.943.164
506.695 1.932 (506 695)

$537.421 $ 75.993 $ (217.878'I$446.776 $ 58.070 $ 639.478 $(2.066.798)

$ (56) $ 44,047 $ 184 $ ls152 $ I $ (1,152) $ 44,232
131,279 73 — 553 (441) 131,464

$ 44,128
131,172

$ (25)
107

2,145
34,704

2,145
2 333 (4,064)

(29,217)

(7,505)

(34.149)

2043,02633,20533,205

14,365
48,805

43,582
48,805

43,582
48,805

394245 2,360 25,227 (982,868)955,430

358,974

1,615,296

1,081,872

7,111

358,974 358,974
9.91513.338 30.726

18,073 34,904 7,869245 2,442 25,227 (982,924) 660,286 (76,528) 644,604

(233,736) 1,478,936400,000 230,8001,081,872

94,697 94,69794,697

(240,417) 129,0742,837 153,181 213,4732,837

40.829
2.388.140

(37.549)
(588.230)

3".536
32.781

13.497
2.808.199

(1.315)
6.554

46.033
1.885.725

33.660
604.914 479.17725.227 (982.924)2.442

59,397 59,397

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007

$ 127,630 $ — $ — $ — $ (56) $ 127,574 $ 191,022 $ — $ 795 $ — $ 319,391



Capital stock
Accumulated other

comprehensive
1il C 0ille

Additional
paid— in —capital

Retained earnings
(deficit)
Total

stocfcholders'quity

(deficit)
Total liabilities

all d

stockholders'quity

(deficit)

3,115 3,115

3,545 3,545

I "8.6381 413.995 55.628 614.25] ~il.083.874 ~f438.638 ~504.373 58. 44 69,439 310 955 ~f504.373

3 ..369.561 E446.776 $ 58.070 $ 639.478 ~$ 72.066.798 $ 1.447.087 $ 100.541 $ 537.421 $ 75.993 ~$ 1217.878 $ 1.943.164

'i4

3,126,120 146,271 60,759 286,765 (493,795) 3,126,120 3,109,881 56,547 46,972 (3,229,639) 3,109,881

~73.564.758 267.724 ~75.131 327.486 ~590.079 ~&3.564.758 ~3620.914 1.697 22.467 3 540 594 ~3.620 914

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007



Table of Contents
XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

XM SATELLITE RADIO INC., SUBSIDIARIES AND AFFILIATES
UNAUDITEID CONDENSED CONSOLIDATING BALANCE SHEETS

AS OF DECEMBER 31, 2006

//n dlvosvndsj
Current assets:

Cash and cash
equivalents

Accounts receivable,
n e't

Due fiom
subsidiaries/affiliates

Due from related parties
Related party prepaid

expenses
Prepaid programming

content
Prepaid and other

current assets
Total current assets

Restricted investments
System under construction
Property and equipment,

net
Investment in

subsidiary/affiliates
DARS license
Intangibles, net
Deferred financing fees,

ri el
. Related party prepaid

expenses
Investments
Prepaid and other assets

Total assets
Current liabilities:

Accounts payable
Accrued expenses
Accrued satellite

liability
Accrued interest
Current portion of

long—term debt
Due to related paities
Due to

subsidiary/affiliates
Subscriber deferred

revenue
Deferred income

Total current
liabilities

Long—teim debt, net of
cun ent portion

Subscriber deferred
revenue, net of current
portion

Deferred income, net of
current portion

Other non—current
liabilities

Total liabilities
Commitments and

contingencies
Stockholders'quity

(deficit):
Capital stock
Accumulated oiher

comprehensive
income

XM XMSR
Equipment Non-

Xiht Satellite XM Ra&lie Leasing Guarantor
Radio inc. Inc. LLC Subsidiaries Eliminations

XM
Satellite Holdings

Consolidated XM Satellite Leasing Non-
XM Satellite Radio (702-4),Guarantor
Radio lnc. Holdings Inc. LLT Subsidiaries Eliminations

Consolidated
XM Satellite

Radio
Holdings inc.

62,293

3,645
13,991

66,946

28,172

42.288

267,724 31,'351 6247991 (927,(82)

62,293

29
13,991

66,946

28,172

42.288 1.280

62,293

29,235 (29,264)
13,991

66,946

28,172

597 ~1125 43.040

309,780
386

267,724 31,283 624,991 (927,582) 30681 96
386

126,873

126,049

29,978
1,712

(30,389) 432,658
2,098

I'26,049

475,521

1,032,642

4.640

32,185

160,712

2.315

141,387

26,895

(1,032,642)

502,416

141,3 87
4,640

32,185

I'60,712

2.315

311,767

(379,4 I'9)

6,025

80,592

40,578

391

1.904

(5,099) 849,662

379,419
141,387

4,640

38,601

160,712
80,592
4.219

5 .( IH.IHI 8409111 8511178 86.4991 ~811960,24 5 1150. 37 8 .71.887 8 — 5 74563 5. 34'49'll 8 1840618

$ 51,634
146,902

$ — $
127

$ 51,634 $
147,029

210
713

$ — $ — $ 51,844
290 (441) 147,591

15,277

13,883
464459

900.055

340,711

245 2,226 25,062 (927,562)

15,277

13,883
46,459

26

340,711

64,875
3,00'I

29,235

9.915

204

562

112 (29,3 73)

64,875
18,482

14,445
46,459

340,711
9.915

1,514,921

847,864

245 2,353 25,062 (927,562) 615,019

847,864

107,949

400,000

1,168 (29,814) 694,322

38,315 1,286,179

86,482

2,045

86,482

2,045 128,735

86,482

130,780

14.043 31.958 46.001 33.083 40 735

2.465.355 3".-03 -.3 3 25.062 ~927.562 1.597.411 669.767 — 38.167 ~166.847 2.238.498

3,112 3,112

3,590 3,590

$ 9'2,445 $ — $ 32 $ — $ — $ 92,477 $ 125,593 $ — $ 146 $ — $ 218,216

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007



Additional
paid— in—capital

Retained earnings
(deficit)
Total

stoclcho1ders'quity

(deficit)
Total liabilities and

stockholders'quity

(deficit)

3 002 594 146 271 60 759 286 765 (493 795) 3 002 594 3 093 894 — 10 830 (3 013 424) 3 093 894

~f3A49.768 "-30 63; ~4.934 31'1.164 ~538.867 ~3449.768 ~(3 498 476 — 25 566 3.424202 ~73.498.476

~t'447.174 376.908 55.8-5 599.929 ~fl.032.662 ~&447.174 ~f397 880 — 36.396 410 778 ~397.880

5 '.0181RI $409111 '.t 58178 $ 6 4 991 ~%f1 960." 4 8 11.0.-'.17 $ 271 887 5 — $ 74 563 $ 341 9'll lt I 840 618

Source; XM SATELLITE RADIO H, 10-Q, May 03, 2007



Table of Contents
XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

XM SATELLITE RADIO INC., SUBSIDIARIES AND AFFILIATES
UNAUDITED CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS

FOR THE THREE MONTHS ENDED MARCH 31, 2007

(in tisonsnnds)

Revenue
Cost of revenue
Research & development
General dt administrative
Marketing
Depreciation &. amortization

Total operating expenses
Operating income ()oss)
Other income (expense):

Interest income
Imerest expense
Loss from de-leveraging

transactions
Equity in net loss ef affiliate
Minority interest
Other income (expense)

Net income (loss) before
income taxes

Benefit from (provision for)
deferred income taxes

Net income (loss)

XM
Satellite

Radio llse

$ 261,614
172,608

7,310
32,807
92,671
41.652

347.048
(85,434)

XM
Radio
Inc.

$37,665

37,665

XM
Equipment

Leasing
LLC

$ 2,741
7

3.096
3.103
(362)

XMSR
Non-

Guarantor
Subsid!aries

$

Eliminations

$ (40,405)
114

114
(40,519)

Consolidated
XM

Satellite
Radio Ine.

$ 261,615
172,729

7,310
32,807
92,67]
44,748

350.265
(88,650)

XM
Satellite
Radio

Holdings
Inc.

$ 2,498

136

2.604
2.740
(242)

Satellite
Leasing
(702M),

LLT

$ 4,723

4,723

XM
Holdings

Non-
Guarantor

Subsidiaries

$ 2,522
268

1,367

502
2.137

385

Eliminations

$ (7,246)
(1,887)

(125)

(972)
(2.984)
(4,262)

Consolidated
XM

Satellite
Radio

Holdings
Inc.

$ 264,112
171,110

7,310
34,185
92,671
46.882

352.158
(88,046)

1,5) 8

(41,762)

10.688

165 14,487
(165)

(14,652)
14,652

(] 0.693)

1,518
(27,275)

2,026
(855) (3,026)

(5,425)

(117.258)

(517)

(2,965)

4,064

(1,697)
117.707

3,544
(27,609)

(2,965)
(5,425)
(1,697)

444

(I ) 4.990') 37.665 (197) 14.322 (51.212) (114.412) (121.754) 1.697 (3.097) 115.812 (121,754)

(578) — — — (578) (684) — .— 578 (684)

$(114.990'I $37.087 $ (197') $ 14.322 $ (51.212'I $ (114.990) $()22.438) $ 1.697 $ (3.097) $ 116.390 $ (122.438)
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XM SATELLITE RADIO INC., SUBSIDIARIES AND AFFILIATES
UNAUDITED CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS

FOR THE THREE MONTHS ENDED MARCH 31, 2006

I'in dioincrnds)

Revenue
Cost of revenue
Research k, development
Genera) &. administrative
Marketing
Depreciation dt

amortization
Total operating

expenses
Operating income (loss)

Other income (expense):
Interest income
Interest expense
Loss from

de-leveraging
transactions

Equity in net loss of
affiliate

Other income
(expense)

Net income (loss) before
income taxes

Benefit from (provision
for) deferred income
taxes~ Net income (loss)

XM
Satellite

Radio inc.

$ 205,619
135,184

10,981
17.687

106,758

35.142

XM
Radio
Inc.

$29,559

XM
Equipment

Leasing
LLC

$ 2,73'0
8

3.272

XMSR
Non-

Guarantor
Subsidiaries

$

Eliminations
'$ (32,282)

126

Consolidated
XM

Satellite
Radio Inc.

$ 205,626
135,318
10,981
17,687

I'06i758

38.414

XM
Satellite
Radio

Holdings
inc.

$ 2,340

95

966

Satellite
Leasing
(702MI,

LLT
$ —

XM
Holdings

Non-
Guarantor

Subsidiaries

$ 2,542
106

(28)

502

Eliminations
$ (2,542)

(1,913)

(124)

Consolidated
XM

Satellite
Radio

Holdings
inc.

$ 207,966
133,511

10,981
17,630

106,758

39.882

305.752
(100,133)

301
(47,165)

29,559
3.280
(550)

223 14,487(166)'26
(32,408)

(14,653)
14,653

309.158
(103,532)

358
(32,678)

1.061
1,279

6,062
(560)

580
1,962

153
2

(2.037)
(505)

308.762
(100,796)

6,573
(33,236)

(18,380) (18,380)

(8,884)

(18,380)

(8,884)

14.757 4.192 (14.759) 4,190 (148.564) — — 149,008 4.634

(150.620) 29.559 3.865 14.321 (47.167) (150.042) (150.667) — 2.117 148.503 (150.089)

(578) (578) I 446 868

$(150.620) $28.981 $ 3.865 $ 14.321 $ (47.167) $ (150.620) $(149.221) $ — $ 2.I 17 $ 148.503 $ (149.221)

27

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007



Table of Contents
XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

XM SATELLITE RADIO INC ) SUBSIDIARIES AND AFFILIATES
LiNAUDITED CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

FOR THE THREE MONTHS ENDED MARCH 31, 2007

(in ihoasunds)

Net cash (used in) provided by
operating activities

Cash flows from investing activities:
Purchase o'f property and equ ipment
Additions to system under construction
Proceeds from sale of assets
Net maturity (purchase) of restricted

in vestments
Net cash (used in) provided by

investing activities
Cash flows from financing activities:

Proceeds from exercise ofwarrants and
stock options

Capital contributions from Holdings
Capital contributions from outside

investor to minority interest
Proceeds from issuance of debt by

minority interest
Proceeds from sale-leaseback transaction
Retirement of mortgages on corporate

facilities
Payment ofpremiums on de-leveraging

transactions
Payments on other borrowings
Deferred financing costs

Net cash provided by (used in)
financing activities

Net increase (decrease) in cash and cash

equivalents
Cash and cash equivalents at bcgimiing of

period
Cash and cash equivalents at end ofperiod

XM
Satellite

Radio inc.

XM Consolidated
XM EqutpmedtMSR Non- XM

Radio Leasing Guarantor Satellite
inc. LLC SubstdiaEtinlnatlonsRadlo inc.

XM
Satellite
Radio

Holdings
inc.

Consolidated
XM

XM Holdings Satellite
Satellite Non- Radlo

Leasing 1702M),Guarantor Holdings
LLT Subsidiaries Eliminations inc.

$ 40,789 $ — $ (43,1.32)

(24,872) '24,872)
(73,132)
288,500

(288,500)

1.702

288,500

(288,500)

(24,872)
(73,132)

1.702

(24.872) (24.872) 215.368 (288.500) 1.702 (96.302)

109,397

1,857
109,397 (109,397)

57,700

230,800

1,857

(57,700)

(230,800)
288,500 288,500

(3.931)

105.466

35,185

92.445
$ 127.630

(3,975) (3,975)
(3.931)

(38,877)

(2,965)

(3.975) 101.491 (107.540) 288.500 (41.842)

(32) — (56) 35,097 65,429 649

32
$ $ —

~$ (56

28

92.477 125,593
$ 127.574 $ 191.022 $

146
$ 795

(38,877)

(2,965)
(3,975)
(3.931)

240.609

101,175

218.216
$ 319.391

$ (45,409) $ — $ 3,943 $ — $ (56) $ (41,522) '$ (42,399) $

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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XM SATELLITE RADIO HOLDINGS INC. AND SUBSIDIARIES

NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

XM SATELLITE RADIO INC., SUBSIDIARIES AND AFFILIATES
UNAUDITED CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

FOR THE THREE MONTHS ENDED MARCH 31, 2006

(in dio((s(o(ds)

Net cash (used in) provided
by operating activities

Cash flows from investing
activities:
Purchase of property and

equipment
Additions to system under

construction
Proceeds fiom sale of

assets
Net maturity (purchase) of

restricted investments
Net cash (used in)

provided by
investing activities

Cash flows from financing
activities:
Proceeds from exercise of

watTants and stoclc
options

Capital contributions fi'om
Holdings

Payment of premiums on
de—leveraging
transactions

Payments on other
borrowings

Deferred financing costs
Net cash provided by

(used in) financing
activities

Net increase (decrease) in
cash and cash equivalents

Cash and cash equivalents at
beginning of period

Cash and cash equivalents at
end of period

XM
Satellite

Radio inc

XM Consolidated
XiVI Equipment XMSR Non XM

Radio Leasing Guarantor Satellite
Inc. LLC Subsidiaries Eliminations Radio Inc.

XM
Satellite
Radio

Holdings
Inc.

Satellite XM Holdings
Leasing Non-
1702-4), Guarantor

LLT Subsidiaries Eliminations

Consolidated
XM

Satelbte
Radio

Holdings
Inc.

(14,952)

6,997

(14,952)

6,997

(22,225)

(] 4,952)

(22,225)

6,997

20 20

~14.952 — 6.997 ~7.955 ~(22.225 20 — ~(30.160

130,715

3,135

130,715 (130,715)

3,135

(1. 829) (1,829) (183) — (2,012)

128.886 128.886 ~127.580 — ~(183 — I.I 3

(46,817) — 142 (46,675) (145,180) 1,684 — (190,171)

57,598 57.604 638.246 — 15.141 — 710.991

$ 10.781 $ — $ 148 $ — $ — $ 1'0.929 $ 493.066 $ — $ 16.825 $ — $ 520.820

29

$(160,751) $ — $ (63855) $ — $ — $ (167,606) $ 4,625 $ — $ 1,847 $ — $ (161,134)
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Thefollowing discussion and anal&isis should be read together with our unaudited Condensed Consolidated Financial Statements and accompanying Notes in~ /tem l. to Part l of this Form lO-Q, and with our Management's Discussion and Analysis ofFinancial Condition and Results ofOperations and audited~ Consolidated Financial Statements, included in our Annua/Report on Form /0-Efor the year ended December 3l, 2006filed with the SEC on March l, 2007.

Proposed Merger

On February 19. 2007, XM and Sirius Satellite Radio Inc. ("Sirius") entered into an Agreement and Plan of Merger (the "Merger Agreement"), pursuant to which

XM and Sirius will combine our businesses through a merger ofXM and a newly formed, wholly owned subsidiary of Sirius (the "Merger").

Each of XM and Sirius has made customary representations and warranties and covenants in the Merger Agreement. The completion of the Merger is subject to

various closing conditions, including obtaining the approval of XM's and Sirius'tockholders and receiving certain regulatory and antitrust approvals (including

from the Federal Communications Commission ("FCC") and under the Hart-Scott-Rodino Antitrust improvements Act of 1976, as amended).

We tiled a Notification and Report Form pursuant to the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended ("the HSR Act"), with respect to

the transactions contemplated by the Merger Agreement between XM and Sirius. On April ! 2, 2007, both we and Sirius received from the Department of Justice

requests for additional information and documentary material relating to the merger, generally referred to as a "Second Request." The effect of the Second

Request is to extend the waiting period imposed by the HSR Act until 30 days after we and Sirius have substantially complied with the Second Request.

On March 20, 2007, we and Sirius filed a Consolidated Application for Authority to Transfer Control with the FCC with respect to the Merger Agreement. We

anticipate that the FCC will issue a public notice in the near future that sets a schedule to comment on the Merger. The public notice will trigger a comment

period followed by a reply period.

Executive Summary

We are America's leading satellite radio service company, providing music, news, talk, information, entertainment and sports programming for reception by

vehicle, home and portable radios nationwide and over the internet to over 8 million subscribers to date. Our basic monthly subscription fee is $ 12.95. We

believe XM Radio appeals to consumers because of our innovative and diverse programming, nationwide coverage, many commercial-free music channels and

digital sound quality.

Our channel lineup includes more than 170 digital channels of choice from coast to coast. We broadcast from our studios in Washington, DC, New York City,

including Jazz at Lincoln Center, Chicago and the Country Music Hall of Fame in Nashville. We have added new and innovative programming to our core

channel categories of music, sports, news, talk and entertainment. Also included in the XM Radio service, at no additional charge, are the XM customizable

sports and stock tickers available to users of certain receivers and other online services.

Our target market includes the more than 240 million registered vehicles including the 16.5 million new cars sold each year as well as the over 110 million

households in the United States. In addition, some of our recent and upcoming product offerings focus on the portable and wearable audio markets. Broad

distribution ofXM Radio through new automobiles and through mass market retailers is central to our business strategy. We are the leader in satellite-delivered~ entertainment and data services for new automobiles through partuerships with General Motors, Honda/Acura, Toyota/Lexus/Scion, Hyundai, Nissan/lnfiniti,~ Porsche, Suzuki and lsuzu and available in more than 140 different vehicle models for model year 2007. XM radios are available under the Delphi, Pioneer,

Samsung. Alpine, Audiovox, Sony, Polk and other brand names at national consumer electronics retailers, such as Best Buy, Circuit City, Wal-Mart, Target and

other national and regional retailers. These mass market retailers support our expanded line of car stereo, home stereo, plug and play and portable handheld

products.

Operational Highlights

We summarize our business growth and operational results through the metrics of subscriber growth, revenue growth, ARPU, SAC, CPGA and Adjusted

operating loss (formerly referred to as Adjusted EBITDA),
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Ending subscribers increased from 6,501,859 at the end of the first quarter of2006 to 7,913,728 at the end of the first quarter of 2007.

~ Total revenue increased from $208.0 million in the first quarter of 2006 to $264.1 million in the first quarter of 2007, a 27% quarter over quarter

increase.

Average monthly subscription revenue per subscriber (ARPU) increased from $ 10.07 in the first quarter of 2006 to $ 10.15 in the first quarter of

2007.

Subscriber Acquisition Costs (SAC) increased from $ 59 in the first quarter of 2006 to $65 in the first quainter of 2007, which included inventory

charges that represented approximately $6 per gross connect.

Cost Per Gross Acquisition (CPGA) increased from $93 in the first quarter of 2006 to $ 103 in the first quarter of 2007, which included inventory

charges that represented approximately $6 per gross connect.

~ Adjusted operating loss decreased from $48.9 million in the first quarter of2006 to $27.0 million in the first quarter of2007.

Other Highlights

Sale-leaseback — We entered into a sale-leaseback transaction of the transponders on the XM-4 satellite, which provided us with an additional net

$245 million in liquidity.

Southeastern Conference — In March 2007, we entered into an agreement that gives us exclusive national satellite radio rights for the Southeastern

Conference Championships and various other sports programming from certain Southeastern Conference universities.
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We summarize our business growth and operational results thmugh the metrics of subscriber data, revenue data, SAC, CPGA and Adjusted Operating Loss.

Greater detail regarding these key metrics we use to monitor our business growth and our operational results are as follows:

Three tnenthe ended
Msrch 31,

2007 2006

Subscriber Data:
OEM and Rental Car Company Gross Subscriber Additions
Aftennarket and Data Gross Subscriber Additions

Total Gross Subscriber Additions(I)

OEM and'Rental Car Company Net Subscriber Additions
Aftermarket and Data Net Subscriber Additions

Total Net Subscriber Additions(2)

Conversion Rate(&)

Churn Rate(4)

Aftermarket Subscribers
OEM Subscribers
Subscribers in OEM Promotional Periods
XM Activated Vehicles with Rental Car Companies
Data Services Subscribers

Total Ending Subscribers(3)

Percentage of Ending Subscribers on Annual and Multi-Year Plans(&)

Percentage of Ending Subscribers on Ftunily Plans(0)

Revenue Data (monthly average):
Subscription 'Revenue per Aftermarket, OEM & Other Subscriber
Subscription Revenue per Subscriber in OEM Promotional Periods
Subscription Revenue per XM Activated Vehicle with Rental Car Companies
Subscription Revenue per Subscriber of Data Services
Average Monthly Subscription Revenue per Subscriber ("ARPU") (7)

Net Ad Sales Revenue per Subscriber(&)

Activation, Equipment and Other Revenue per Subscribe'r

Total Revenue per Subscriber
Expense Data:

Subscriber Acquisition Costs ("SAC")(0)

Cost Per Gross Addition ("CPGA")(10)~ Adjusted operating loss (in thousands)(I I)

32

537,175
330.892

868,067
224,830

60.346

285,176
I

1.78%
4,437,593
2,853.,028

564,844
22,938
35.325

7,913,728
44.0%
23.2%

$ 10.34
$ 6.39
$ 7.51
$ 33.72

$ 10.15

$ 0.32
$ 087
$ 11.34

$ 65

$ 103

$ (27,033)

490,890
516.416

1,007,306
265,280
303.622

568,902
54.3%
1.64%

3,882,324
2,012,050

548,027
37,184
22,274

6,501,859
41 6%

19.9%

$ 10.35
$ 6,1 I

$ 8.27
$ 29.74

10.07

$ 0.35
$ 071
$ 11.13

$ 59

$ 93

$ (48,853)

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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(6}
(7)
(s')
(t))

(10)

Gross Subscriber Additions are paying subscribers ncv:ly activated in thc reporting period. OEM subscribers include both newly activated promotional and non-promotional subscribers.

Nct Subscriber Additions rcprcscnt the total nct incremental paying subscribers added during thc period (Gross Subscriber Additions less Disconnccts).

Conversion Rate — Sec definition and further discussion under OEM Promorionrd Subscribers on page 37.

Churn Rate rcprescnts the porccntagc of self-paying Aftcrmarket, OEM 2 Other Subscribers who discontinued service during the period divided by the monthly wcightcd average ending

subscribers. Churn Rate docs not include OEM promotional period dcactivations or dcactivations resulting from thc clmngc-out of XM-cnablcd rental cm activity.

Subscribers — Sce definition and furthor discussion under Subscribers on page 36.

XM receives a range of $9.99 — $ 11.87 pcr month for annual and multi-year plans and $ 6.99 pcr month for a family plan.

Subscription Rcvcnuc includes monthly subscription rcvcnues for our satcllitc audio service and data scrviccs, net of any promotions or discounts.

Nct Ad Sales Rcvcnue includes sales of adveniscmcnts and program sponsorships on thc XM system, nct of agency commissions.

SAC — Scc definition and further discussion under Snbscriber Acquisition Costs on page 40. Thc previously rcportcd amount under thc prior definition for the thrcc months cndcd

March 31, 2006 was $62.
CPGA — Scc definition and further discussion under Cosr Per Gross Addition on page 41. Thc previously reported amount under thc prior definition for thc three months ended March 31,

2006 was $94.
Ad)usted operating loss — Sce Reconciliation ojArer Loss io Adjusted operating loss on page 42.
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Results of Operations

~ (in thonxcnds. except percentnges)

Revenue:
Subscription
Activation
Merchandise
Net ad sales
Other

Total revenue
Variable costs uf revenue(i):

Revenue share & royalties
Customer care & billing operations
Cost ofmerchandise
Ad sales

Total variable cost of revenue
Non-variable costs of revenue(-"):

Satellite & terrestrial
Broadcast & operations:

Broadcast.
Operations

Total broadcast & operations
Programming & content

Total non~ariable cost of revemie
Total cost of revenue
Other operating expenses:

Research & development
General & administrative
Reicntion R, support
Subsidies & distribution
Advertising & marketing
Amortization ofGM liability
Depreciation & amortization

Total other operating expenses~ Total opnating expenses
Operating loss~ Other income (expense):

Interest income
Interest expense
Loss from de-leveraging transactions
Equity in net loss of affiliate
Minority interest
Other income

Net loss before income taxes
(Provision for) benefit from deferred income taxes

Net loss

34

$ 236,486
4,654
5,297
7,478

10.197
264,112

$ 188,102
3,579
3,551
6,518
6.216

207.966

47,426
27,928
18,277
3.385

97,016

34,276
22,455

7,993
3.356

68,080

13,882

6,544
9.716

16,260
43.952
74.094

171,110

7,310
34,185

9,756
43,602
32,809

6,504
46.882

181.048
352.158
(88,046)

3,544
(27,609)
'(2,965)

(5,425)
(1,697)

444
(I'2 1.,754)

(684)
$(122.438)

I'3,049

5,852
8.887

14,739
37.643
65.431

133,511

10,981
17,630
8,047

55,473
33,925

9,313
39.882

175.251
308.762

(] 00,796)

6,573
(33,236)
(18,380)
(8,884)

4.634
(150,089)

868
$(149.221)

Three months ended
March 31,

2007 2006
2007 — 2006
s "/a

$ 48,384
1,075
1,746

960
3.981

56.146

30%
49%

64%
27%

13,150
5,473

10,284
'i9

28,936

38%
24

129%

43%

833 6%

12%
9

10%
17%
13%
28%

33%
94%

21%
-3%

-30%
18%
3%

14

13%

-46%o
-17%

84%
39%

0
90%
19%

179%
-18%o

692
829

1,521
6.309
8.663

37,599

(3,671)
16,555

1,709
(] 1,871)

(1,116)
(2,809)
7.000
5.797

43.396
12,750

(3,029)
5,627

15,415
3,459

(1,697)
(4.190)
28,335
(1.552)

$ 26.783

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007



Ta b I e of Co nte nts

Three months ended
March 31, 2007 — 2006

fin thousands, except percemvges)

Reconciliation ofNet loss to Adjusted operating loss;
Net loss as reported

Add bacit Net loss items excluded from Adjusted operating loss:

Interest income
Interest expense
Plovision for (benefit from) deferred income taxes
Loss from de—leveraging transactions
Equity in net loss of affiliate
Minority interest
Other income

Operating loss
Depreciation & amortization
Stock—based compensation

Adjusted operating loss(&)

2007 2006

(3,544)
27,609

684
2,965
5,425
],697

~f444
(88,046)
46,882
]4,131

~$ (27.03'I

(6,573)
33,236

(868)
18,380
8,884

~&4.634
(100,796)

39,882
12,061

$~(4 I&. $ 3 3

3,029
(5,627)
1,552

(15,415)
(3,459)
1,697

'.190

12,750
7,000
2 070

S 21.820

$()22,438) $ (149,22)) S 26,783 — 18%

—46%
— 17%

— 179%
-84%
—39%

0%
-90%
-13%0

18%
17%

(I) Variable costs of rcvcnuc are costs that vary with fluctuations in rcvcnuc gcncrating activity such as changes in the number of subscribers, the number of advertising spots sold, thc quantity

of merchandise sold or changes in nttcs.

(2) Non-variable costs of rcvenuc arc costs of revcnuc that gcncrally do not vaiy with fluctuations in revenue gcncrating activity such as clianges in thc number of subscribers, the number of

advertising spots sold, thc quantity of merchandise sold or changes in rates.

(3) Adjusicd operating loss iformcrly Adjusted EBITDA) is nct loss bcforc interest income, intcrcst cxpcnse, income taxes, dcprcciation and amortization, loss from dc-icvcraging

transactions, loss from impairment of investmcnts, equity in nct loss of affiliate, minority intcrcst, other income (cxpcnsc) and stock-based compensation. This non-GAAP measure should

bc used in addition to, but not as a substitute for, thc analysis provided in the statement of operations. Wc bclicvc Adjusted operating loss is a useful mcasurc of our operating performance

and improves comparability bciwccn periods. Adjusted operating loss is a significant basis used by managcmcnt to measure our success in acquiring, retaining and servicing subscribers

bccausc we believe this measure provides insight-into our ability to grow revenues in a cost-cffcctive manner. Wc bclievc Adjusted operating loss is a calculation used as a basis for

investors, analysts and credit rating agcncics to evaluate and compare thc periodic and future operating pcrformanccs and value of our company and similar companies in our industry.

Because vvc have funded thc build-out of our system through thc raising and cxpcnditurc of large amounts of capital, our results of operations reflect significant charges for dcprcciation,

amortization and intcrcst cxpcnse. Wc bclicve Adjusted operating loss provides helpful information about thc operating performance of our business apart from the expenses associated

with our physical plant or cap:tal structure. We bclicvc it is appropriate to exclude depreciation, amortization and interest expense duc to thc variability of thc timing of capital

expenditures, cstimatcd useful lives and fluctuation in interest rates. Wc exclude income taxes duc to our tax losses and timing diffcrcnces, so that certain periods will reflec a tax benefit,

while others an cxpcnsc, noither of which is rcflcctivc of our operating results. Bccausc of the variety of equity awards used by companies, the varying mcthodologics for determining

smck-based compensation cxpcnsc and thc subjcctivc assumptions involved in those dctcrminations, wc believe excluding stock-based compensation cxpcnse cnhmiccs thc ability of

management and investors to compare our core operating results with those of similar companies in our industry.

Equity in nct loss of affiliate rcprcscnts our share of losses in a non-US affiliate in a similar business and over which wc excrcisc significant influencc, but do not control. Managcmcnt

bclicvcs it is appropriate to exclude this loss when evaluating the performance of our own operations. Additionally, wc cxcludc loss from dc-leveraging transactions, loss from impairment

of invcstmcnts, minority interest and other income (cxpcnse) bccausc these items reprcscnt activity outside of our core business operations and can distort period to period comparisons of

oporating performance.

Thcrc arc limitations associated with thc use of Adjusted operating loss in evaluating our company compared with nct loss, which reflect overall financial performance. Adjusted operating

loss docs not rcflcct the impact on our tmancial results of (I) interest income, (2) interest cxpcnsc, (3) income taxos, (4) depreciation and amortization, (5) )oss from dc—leveraging

transactions, (6) loss fi om impairment of invcstmcnts, (7) equity in nct loss of affiliate, (0) minority intcrcst, (9) other income (cxpcnsc) and (10) stock-based compensation, which arc

inoludcd in the computation of nct los". Users that wish to compare and cvaluatc our company based on our net loss should refer to our unaudited Condensed Consolidated Stattnncnts of

Operations. Adjusted operating loss docs not purport to rcprcsent operating loss or cash liow from operating activities, as those terms arc defined under United States gcncrally accepted

accounting principles, and should not bc considcrcd as an altcrnativc to those measurements as an indicator of our pcrformancc. In addition, our mcasurc of Adjusted operating loss may

not be comparable to similarly titled measures of other companies.
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The following table sets forth select perforniance measures on an average subscriber basis and as a percentage of total revenue:

2Monthly amount per
Average Subscriber (1)

Thiice Months Ended March 31,
2007 20(16

$ 1'1.34 $ 11.13
10.15 10.07
0.32 0.35
7. 34 7,16
2.03 1.84
1.20 1.20
0.60 0.70
0.70 0.79
1.89 ".02
0.31 0. 59
1.47 0.95
3.98 5 72
0.42 0.43
1. 87

'i 9

1.41 1.82
1.16 2.62

Total revenue (2)
Subscription revenue(3)
Net ad sales (4)
Total cost of revenue
Revenue share & royalties.
Customer care & billing operations
Satellite & terrestrial
Broadcast & operations
Programming & content 'esearch& development
General & administrative'otal

marketing
Retention & support
Subsidies & distribution
Advertising & marketing
Adjusted operating loss(5)

2007

100%
90

3

65
18
11

5
6

17
3

13
35
4

17
12
10

2006

100%
90

3
64
16
11

6
7

18
5

8

51

4
27
16
23

Amounts as a Percents«e
of Total Revenue

Three Months Ended March 31,

(1) Avoragc subscriber is calculated as thc avcragc of thc beginning and ending subscriber balances for each period prcscntcd.

(2) lvlonth)y average total rcvcnuc pcr subsm'ibcr is dcrivcd from the total of cerned subscription rcvcnuc (nct of promotions and rebatcs), nct ad sales rcvcnuc, activation, cquipmcnt and other

rcvcnuc divided by thc monthly svciglncd avcragc subscriber.

(3) Average monthly subscription rcvcnuc pcr subscriber ("ARPU")—Scc definition and further discussion under Averuge Monthly Subscription Revenue Per Subscriber. on page 37.

(4) Nct ad sales revcnuc pct subscriber is calculated as net'ad sales rcvcnue divided by thc monthly weighted avcragc subscriber.

(5) Adjusted operating loss—Sce definition and further discussion under Adj usted Operating Loss on page 42.

Subscribers

Sttbscribcrs — Subscribe'rs are those v'ho are receiving and have.agreed to pay for our service, including those who are currently in promotional periods paid in

part by vehicle manufacturers, as well as XM activated radios in vehicles for which we have a contractual right to receive payment for the use of our service.

Radios that are revenue generating are counted individually as subscribers. Aftermarlcet subscribers consist primarily of subscribers who purchased their radio at

retail outlets, distributors, or throu&rh XM's direct sales efforts. OEM subscribers are self—paying subscribers whose XM radio was installed by an OEM and are

not currently in OEM promotional programs. OEM promotional subscribers are subscribers who receive a fixed period of XM service where XM receives

revenue from the OEM for the u ial period following the initial purchase or lease of the vehicle. In situations where XM receives no revenue from the OEM

during the trial period, the subscriber is not included in XM's subscriber count. At the time of sale, some vehicle owners receive a three month prepaid trial

subscription. Promotional periods generally include the period of trial service plus 30 days to handle the receipt and processing of payments. The automated

activation program provides activated XM radios on dealer lots for test drives but XM does not include these vehicles in their subscriber count. XM's OEM

partners generally indicate the inclusion of three months free of XM service on the window sticlcer of XM-enabled vehicles. XM, historically and including the

2006 model year, receives a negotiated rate for providing audio service to rental car companies. Beginning with the 2007 model year, XM has entered into

marlcenng arrangements which govern the rate which Xivf receives for providing audio service on certain rental fleet vehicles. Data services subscribers are those

subscribers that are receivinbr services that include stand —alone XM WX Satellite Weather service, stand—alone XM Radio Online service and stand—alone

NavTraffic service. Stand—alone XM WX Satellite Weather service paclcages range in price fiom $29.99 to $99.99 per month. Stand-alone XM Radio Online

service is $ 7.99 per month. Stand-alone NavTraffic service is $ 9.95 per month.

Subscribers are the primary source of our revenues. We target the over 240 million registered vehicles and over 110 million households in the United States. As

of March 31, 2007, we had over 7.9 million subscribers, which includes 7,325,946 self—paying subscribers, 564,844 subscribers in OEM promotion periods

(typically ranging fi.om three moioths to one year in
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duration) paid in part by the vehicle manufacturers and 22,938 paying XM activated vehicles with rental car companies. The rate of growth of our aftermarket

subscriber base fluctuates with our promotional activities as well as the impact of seasonality. OEM subscriber gmwth is driven primarily by the number of

XM-enabled vehicles manufactured and with OEM promotional activity.

OEM Pro&notional Subscribers — OEM promotional subscribers are subscribers who receive a fixedperiod of XM service where XM receives revenue from the

OEM for the trial period following the initial purchase or lease of the vehicle. In situations where XM receives no revenue from the OEM during the trial period,

the subscriber is not included in XM's subscriber count. At the time of sale, some vehicle owners receive a three month prepaid trial subscription. Promotional

periods generally include the period of trial service plus 30 days to handle the receipt and processing of payments. We measure the success of these promotional

programs included in our OEM promotional subscriber count based on the percentage of new promotional subscribers that elect to receive the XM service and

convert to self~eying subscribers after the initial promotion period. We refer to this as the "conversion rate." We measure conversion rate three months after the

period in which the trial service ends. Based on our experience it may take up to 90 days after the trial service ends for subscribers to respond to our marketing

communications and become self-paying subscribers. As of March 31, 2007, XM was available on over 140 vehicle models, with over 50 of those as standard

equipment and over 100 of those offered as OEM factory-installed options. At March 31, 2007, XM's OEM partners represented approximately 60% of the U.S.

auto market.

Three Months Ended: March 31, 2007 vs. March 31, 2006. Gross subscriber additions for the three months ended March 31, 2007 were 868,067

compared to 1,007,306 for the same period in 2006. Net subscriber additions for the three months ended March 31, 2007 were 285,176 compared to

568,902 for the same period in 2006. The churn rate increased to 1.78% from 1.64%.

Retail Subscribers — Gross retail subscriber additions for the three months ended March 31, 2007 were 330,892 compared to 516,416 for the same

period in 2006. Gross additions were negatively impacted by a general weakening demand for satellite radio and competitive pressures. Net retail

subscriber additions for the three months ended March 31, 2007 were 60,346 compared to 303,622 for the same period in 2006. We attribute the

decrease in net retail subscriber additions to fewer gross retail subscriber additions, churn on a larger subscriber base and a higher churn rate.

OEM Subscribers — Gross OEM subscriber additions for the three months ended March 31, 2007 were 537,175 compared to 490,890 for the same

period in 2006. Net OEM subscriber additions for the three months ended March 31, 2007 were 224,830 compared to 265,280 for the same period in

2006. We attribute the decrease in net OEM subscriber additions primarily to churn on a larger subscriber base. The conversion rate for the three

months ended March 31, 2007 was 51.5% compared to 54.3% for the same period in 2006.

Rental Car Subscribers — Starting in the third quarter of 2006, we no longer include certain rental car fleets in our subscription total. This change is

a result of s new marketing program that we implemented with certain rental fleet partners for 2007 model year vehicles, The goal of this program is

to increase the number of rental cars equipped with XM Satellite Radio and expose more potential customers to our service.

Revenue and Variable Cost ofRa»snue

Subsc&iption Revenue — Subscription revenue consists primarily of our monthly subscription fees for our satellite audio service and data services charged to

consumers, commercial establishments and fleets, which are recognized as the service is provided. Revenues received for promotional se&vice programs are

included in Subscription revenue. Our subscriber arrangements are generally cancelable without penalty. Subscription revenue growth is predominantly driven by
the growth in our subscriber base and to a lesser extent by our overall increase in ARPU.

Three Months Ended: March 31, 2007 vs. March 31, 2006. Subscription revenue increased $48.4 million or 26% during the three months ended

March 31, 2007 compared to the same period in 2006. This increase was due primarily to the 22% increase in ending subscribers. During the three
months ended March 31, 2007 and 2006, Subscription revenue included $ 10.6 million and $9.1 million, respectively, from related parties for
subscription fees paid under OEM promotional agreements.

Average Monthly Subscription Revenue Per Subscriber ("ARPU") — Average monthly subscription revenue per subscriber is derived from the total

of earned subscription revenue (het ofpromotions and rebates) divided by the monthly weighted average number of subscribers for the period
reported. Average monthly subscription revenue per subscriber wifl fluctuate based on promotions, changes in our rates, as well as the proportion of
subscribers on annual and multi-year prepayment plans, multi-radio discount plans (such as the family plan) and premium services.
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Three Months Ended March 31, 2007 vs. March 31, 2006. ARPU increased as a result of the addition ofnew subscribers athigher rates as well as

the effect of the transition of existing subscribers to higher rates. An increase in the basic monthly subscription price became effective for all billing

cycles on or aftei April 2, 2005, and therefore, is being implemented over time. The impact of the April 2005 basic plan rate increase was offset

partially by an increase in the percentage of subscribers on discount plans (annual, mu)ti-year and family) as well as the revenue impact of certain

marketing campaigns, which costs are treated as a reduction to revenue. The percentage of subscribers at March 31, 2007 on 'annual and multi-year

plans'nd family plans increased to 44.0% and 23.2% from 41.6% and 19.9%, respective)y, compared to March 31, 2006.

Rci enue Share & Royalties — Revenue share & royalties includes performance rights obligations to composers, artists, and copyright owners for public

performances of their creative works broadcast on XM, and royalties paid to radio technology providers and revenue share expenses associated with

manufacturing and distribution partners and content providers. These costs are driven primarily by the growth in our subscriber revenue and net ad sales and

subscriber base and to a lesser extent by other contracts with various partners. We expect these costs to continue to increase with the growth in subscription and

net ad sales revenue and the growth in overall subscribers, but may fluctuate throughout the year based on new agreements, the renegotiation of existing contracts

and the resolution of the pending CRB proceedings.

~ Three Months Ended: March 31, 2007 vs. March 31, 2006. These costs increased $ 13.2 million or 38%, and have increased as a percentage of total

revenue and on an average cost per subscriber basis during the three months ended March 31, 2007 compared to the same period in 2006. This

dollar increase was primarily driven by an increase in shared revenue with distribution partners and an increase in performance rights royalties due

to an increase in subscribers, subscription revenue and net ad sales revenue.

Customer Care & Billing Operations — Customer care & billing operations includes expenses from customer care functions as well as internal information

technology costs associated with subscriber management applications. These costs are primarily driven by the growth of our subscriber base.

Three Months Ended: March 31, 2007 vs. March 31, 2006. These costs increased $5.5 million or 24%, but have remained relatively flat as a

percentage of total revenue and on an average cost per subscriber basis during the three months ended March 31, 2007 compared to the same period

in 2006. This dollar increase was driven primarily by our subscriber growth that resulted in increased support costs and payment processing fees. In

addition, personnel costs increased compared to the same period in 2006.

Gross profi( on nierchandiss revenue — We calculate gross profit on merchandise revenue as Merchandise revenue less Cost of merchandise. For the'three

months ended March 31. 2007 and 2006, gross profit on merchandise revenue was ($ 13.0) million and ($4.4) million, respectively. We consider gross profit on

merchandise revenue a cost of acquiring subscribers through out direct sales channel and include it as a component of SAC.

Merchandise Revenue — We record Merchandise revenue from direct sales to consumers through XM's online store, XM's direct-to-consumer programs and

XM kiosks.

~ Three Months Endcdr March 31, 2007 vs. March 31, 2006. Merchandise revenue increased $ 1.7 million or 49% during the three months ended

March 31, 2007 compared to the same period in 2006 which was driven primarily by an increase in the volume of radios sold.~ Cost ofMerchandise — Cost of merchandise consists primarily of the cost of radios and accessories related to XM's direct-to-consumer sales efforts, including

hardware manufacturer subsidies, and related fulfillment costs. These costs are primarily driven by the volume of radios sold, which are affected by promotional

programs. We expect these costs to fluctuate throughout the year based on the volume, price and model mix of radios sold.

~ Three Months Ended: March 31, 2007 vs. March 31, 2006. These costs increased $ 10.3 million or 129%. The increase was primarily the result of a

$5.2 million inventory charge and an increase in the volume of radios so)tL

Gross proJit on nei ad sales revenue — We calculate gross profit on net ad sales revenue as Net ad sales revenue less Ad sales expense. For the three months

ended March 31, 2007 and 2006, gross profit on net ad sales revenue was $4.1 million, and $3.2 million, respectively. Gross profit on net ad sales revenue

continued to improve due to increases in the number of advertisers and advertising rates related to a larger subscriber base as well as controlling the related costs,

which have not increased in proportion to the revenue. For the three months ended March 31, 2007 and 2006, gross margin on Net ad sales revenue was 54.7%

and 48.5'/s, respectively.
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Her Ad Sales Revenue — Net ad sales revenue consists of sales of advertisements and program sponsorships on the XM network that are recognized in the period

in which they are broadcast. Net ad sales revenue includes advertising aired in exchange for goods and services (barter), which is recorded at fair value. Net ad

sales revenue is presented net of agency commissions.

Three Monihs Ended: March 31, 2007 vs. March 31, 2006. Net ad sales revenue increased $ 1.0 million or 15% during the three months ended

March 31, 2007 compared to the same period in 2006. This dollar increase was driven by increased spending by existing advertisers as well as the

addition of new advertisers and increased rates driven by a larger subscriber base.

Ad Sales Expense — Ad sales expense consists of direct costs associated with the generation ofNet ad sales revenue, including production, staffing and

marketing.

~ Three Months Ended. March 31, 2007 vs. March 31, 2006. These costs remained relatively flat during the three months ended March 31, 2007

compared to the same period in 2006.

Other Rs& anus — Other revenue consists primarily of revenue related to various agreements with XM Canada, as well as other miscellaneous revenue that

includes content licensing fees and billing fees.

~ Three Months Ended: March 31, 2007 vs. March 31, 2006. Other revenue increased $4.0 million or 64% during the three months ended March 31,

2007 compared to the same period in 2006. This increase was primarily driven by an increase in content licensing fees and barter revenue.

Non-variable Cast ofRevenue

Salallire ck Terrestrial — Sateflite & terrestrial includes costs related to: telemetry, tracking and control of our satellites, in-orbit satellite insurance and incentive

payments, satellite uplink, and all costs associated with operating our terrestrial repeater network such as power, maintenance and operating lease payments. We

do not expect these costs to change substantially since we have completed the build out of our in-orbit satellite network.

~ Three Months Ended: March 31, 2007 vs. March 31, 2006. These costs increased $0.8 million or 6%, but have decreased as a percentage of total

revenue and on an average cost per subscriber basis during the three months ended March 31, 2007 compared to the same period in 2006. This

dollar increase was primarily driven by insurance, operating and performance incentives ofXM-4, offset partially by the decrease in insurance costs

related to XM-3 and the absence of insurance on XM-I and XM-2.

Broadcast & Operations — Broadcast and operations include costs associated with the management and maintenance of systems and facilities as well as

information technology expense. Broadcast expenses include costs associated with the management and maintenance of the systems, software, hardware,

production and performance studios used in the creation and distribution ofXM-original and third party content via satellite broadcast, web, wireless and other

new distribution platforms. The advertising trafficking (scheduling and insertion) functions are also included. Operations expense includes facilities and

information technology expense.

Three Months Ended: March 31, 2007 vs. March 31, 2006'. These costs increased $ 1.5 million or 10%, but have decreased as a percentage of total

revenue and on an average cost per subscriber basis during the three months ended March 31, 2007 compared to the same period in 2006. The $0.7

million increase in Broadcast expenses was driven primarily by increased costs associated with new content initiatives and enhancements to and

maintenance of the broadcast systems infrastructure. The $0.8 million increase in Operations expenses was driven primarily by an increase in the

general operating costs associated with expanded facilities and accompanying infrastructure.

Programming & Conieni — Programming & content includes the creative, production and licensing costs associated with our over 170 channels of XM-original

and third party content. We view Programming & content expenses as a cost of attracting and retaining subscribers. Programming & content includes staffing

costs and fixed payments for third party content, which are primarily driven by programming initiatives. These expenses have increased over time and have

varied on a per subscriber basis. We expect these costs to continue to increase, but by lesser amounts, as we have substantially completed our channel lineup.

~ Three Manihs Ended: hlarch 31, 2007 vs. March 31, 2006. These costs increased $6.3 million or 17%, but have decreased as a percentage of total

revenue and on an average cost per subscriber basis during the three months ended March 31, 2007 compared to the same period in 2006. This

dollar increase was driven primarily by costs in support of new programming initiatives. In addition, personnel costs increased compared to the

same period in 2006.
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Other Operating Expenses

Research & Developntent — Research & development expense primarily includes the cost ofnew product developinent, chipset design, software development~ and engineering. We expect these costs to continue to fluctuate based on the nature and timing of research and development activities.

Three Months Ended: March 31, 2007 vs. March 3I, 2006. These costs decreased $3.7 million or 33%, and have decreased as a percentage of total

revenue and on an average cost per subscriber basis during the three months ended March 31, 2007 compared to the same period in 2006. This

dollar decrease was driven primarily by lower engineering builds during the first quarter of 2007 as compared to the first quarter of 2006, which

included the design costs for the new products launched during 2006.

General & Administrative — General & administrative expense primarily includes management's salaries and benefits, professional fees, general business

insurance, as well as other corporate expenses. The growth in these costs has been predominantly driven by personnel costs, professional fees and infrastructure

expenses to support our growing subscriber base. We expect these costs to increase due in part to merger-related activities, various legal proceedings and

regulatory inquiries (see "Legal Proceedings" in Item i. to Part II of this Form ) O-Q).

Three Months Ended: March 3I, 2007 vs. March 3I, 2006. These costs increased $ 16.6 million or 94%, and have increased as a percentage of total

revenue and on an average cost per subscriber basis during the three months ended March 31, 2007 compared to the same period in 2006. This

dollar increase was driven primarily by an increase in consulting fees and )egal fees associated with various legal proceedings, regulatory inquiries

and transactions, such as the pending merger with Sirius.

Retention & Support — Retention & support expense primarily includes payroll and payroll related costs of our sales and mar)ceting employees.

~ Three Months Ended: March 3l, 2007 vs. March 3/, 2006. These costs increased $ 1.7 million or 21%, but have remained relatively flat as a

percentage of total revenue and on an average cost per subscriber basis during the three months ended March 31, 2007 compared to the same period

in 2006. This dollar increase was driven primarily by an increase in personnel costs.

Subsidies & Distribution — These direct costs include the subsidization of radios manufactured, commissions for the sale and activation of radios and certain

promotiona) costs. These costs are primarily driven by the volume ofXM-enabled vehicles manufactured, the sa)es and activations of radios through our retail

channel as well as promotional activity associated with the sale of XM radios. We expect these costs to increase during 2007 as we add gross subscribers, but

may fluctuate throughout the year, with changes in the volume of the manufacture, sale and activation of radios, which historically has been significant during the

fourth quarter.

Three Months Ended: March 3I, 2007 vs. March 3I, 2006. These costs decreased $ 11.9 million or 21%, and have decreased as a percentage of total

revenue and on an average cost per subscriber basis during the three months ended March 31, 2007 compared to the same period in 2006. This

dollar decrease was driven primarily by a reduction in the number of retail radios sold and activated, and retail promotions; offset partially by an

increase in the number of OEM radios sold and activated under our automotive contracts.

Subscriber Acquisition Costs — As noted in our Form 10-K for the year ended December 31, 2006, we have revised our calculation of SAC to

allow for the direct calculation of this metric using certain line items from our Results of Operations and Key Metrics tables within this Item 2. of
this Form 10-Q. Subscriber acquisition costs include Subsidies &, distribution and the negative gross profit on inerchandise revenue. Subscriber

acquisition costs are divided by gross additions to calculate what we refer to as "SAC."

Three Months Ended; March 3I, 2007 vs. March 3I, 2006. During the three months ended March 31, 2007 and 2006, we incurred
subscriber acquisition costs of $56.6 million and $59.9 million, respectively. SAC for the three months ended March 31, 2007 and 2006 was

$65 and $59, respectively, using the revised calculation. The increase in SAC is primarily attributable to inventory charges, which
represented approximately $6 per gross connect.

Advertising & Marketing — Advertising & marketing includes advertising, media and other discretionary marketing expenses. These activities drive our sales,

establish our brand recognition, and facilitate our growth. We achieve success in
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these areas through coordinated marketing campaigns that include retail advertising through various media, cooperative advertising with our retail and OEM

partners, sponsorships and ongoing market research. We expect these costs to fluctuate throughout 2007 based on the timing of our spending on consumer media

adveri ising, which historically has been significant during the fourth quarter.

Three Months Endedt March 31, 2007 vs. March 31, 2006. These costs decreased $ 1.1 million or 3%, and have decreased as a percentage of total

revenue and on an average cost per subscriber basis during the three months ended March 31, 2007 compared to the same period in 2006. This

dollar decrease was primarily driven by a decrease in advertising.

Cost Per Gross Addition ("CPGA ") — As noted in our Form 10-K for the year ended December 31, 2006, we have revised our calculation of

CPGA to allow for the direct calculation of this metric using certain line items from our Results of Operations and Key Metrics tables within this

Item 2. of this Form I 0-Q. CPGA costs include the amounts in SAC, as well as Advertising & marketing. These costs are divided by the gross

additions for the period to calculate CPGA. CPGA costs do not include marketing staff (included in Retention & support) or the amortization of the

GM guaranteed payments (included in Amortization of GM liability).

Three Months Ended: March 31, 2007 vs. March 31, 2006. During the three months ended March 31, 2007 and 2006, we incurred CPGA

expenses of $89.4 million and $93.8 million, respectively. CPGA for the three months ended March 31, 2007 and 2006 was $ 103 and $93,

respectively. using the revised calculation. The increase in CPGA is primarily the result of the increase in SAC and a decrease in gross

subscriber additions.

Depreciation & Amortization — Depreciation and amortization expense primarily relates to our satellites, ground support systems that include our terrestrial

repeater network, broadcast facilities, computer hardware and software. We expect these costs to continue to increase, but by lesser amounts, primarily as a result

of the inclusion ofXM-4, which was placed into service in December 2006.

~ Three Montiis Ended: March 31, 2007 vs. March 31, 2006. These costs increased $7.0 million or 18% during the three months ended March 31,

2007 compared to the same period in 2006. This dollar increase was primarily due to a higher depreciable asset base, reflecting a full quarter of

depreciation on Xlvl-4, which was placed into service in December 2006, higher capital spending for system development, computer hardware,

software and leased equipment.

Provisionfor Deferred Income Taxes — ln 2004, we recorded a deferred tax liability related to indefinite lived assets that arc amortized and dcductcd for tax

purposes but are not amortized under United States generally accepted accounting principles. We will continue to incur approximately $2.3 million in annual tax

expense as the indefinite lived assets arc amortized for tax purposes over the next 11 years.

~ Three Months Ended: March 31, 2007 vs. March 31, 2006, For the three months ended March 31, 2007 and 2006, we recognized a deferred tax

benefit related to the cumulative translation adjustment on our investment in XM Canada, which offset the deferred tax expense for 2006 related to

our indefinite lived assets. The net iax expense for the three months ended March 31, 2007 was $0.7 million.

Non-operating lnconte and Expenses

W& Non-operatfng Income and Fvpense — Non-operating income and expense consists primarily of net costs associated with financing and cash management

activities, loss from impairment oi'nvestments and equity in net loss of affiliate. Net costs associated with financing and cash management activities include

Interest income, Interest expense and Loss from de-leveraging transactions.

~ Three Months Ended: March 31, 2007 vs. March 31, 2006. Interest expense decreased $5.6 million, de-leveraging charges decreased $ 15.4 million

and our equity in net loss of XM Canada decreased $3.5 million, which was partially offset by a $3.0 million decrease in interest income, a $4.2

million decrease in other income and a $ 1.7 million increase in the minority interest of our variable interest entity subject to consolidation. The

decrease in Interest expense during the three months ended March 31, 2007 compared to the same period in 2006 was primarily the result of $9.9

million decrease in de-leveraging related costs recognized as Interest expense. The decrease in Interest income was primarily the result of lower

average cash balances during the three months ended March 31, 2007 compared to the same period in 2006. During the fourth quarter of 2005, we

began recognizing our 23.33% proportional share ofXM Canada's results, which for the three months ended March 31, 2007, resulted in the

recognition oi'a $5.4 million net loss.
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Adj «sred Operating Loss

Adj orred Operating Loss — Adjusted operating loss (formerly Adjusted EBITDA) is net loss before interest income, interest expense, income taxes, depreciation

and amortization, loss from de—leven aging transactions, loss from impairment of investments, equity in net loss of affiliate, minority interest, other income

(expense) and stock-based compensation. This non—GAAP measure should be used in addition to, but not as a substitute for, the analysis provided in the

statement of operations. We believe Adjusted operating loss is a useful measure of our operating performance and improves comparability bet»:een periods.

Adjusted operating loss is a significant basis used by management to measure our success in acquiring, retaining and servicing subscribers because we believe

this measure provides insight into our ability to grow revenues in a cost—effective manner. We believe Adjusted operating loss is a calculation used as a basis for

investors, analysts and credit rating agencies to evaluate and compare the periodic and future operating peifomiances and value of our company and similar

companies in our industry.

Because ave have funded the build—out of our system through the raising and expenditure of large amounts of capital, our results of operations reflect significant

charges for depreciation, amortization and interest expense. We believe Adjusted operating loss provides helpful information about the operating performance of

our business apart from the expenses associated with our physical plant or capital structure. We believe it is appropriate to exclude depreciation, amortization and

interest expense due to the variability of the timing of capital expenditures, estimated useful lives and fluctuation in interest rates. We exclude income taxes due

to our tax losses and timing differences, so that certain periods will reflect a tax benefit, while others an expense, neither of which is reflective of our operating

results. Because of the variety of equity awards used by companies, the varying methodologies for determining stock-based compensation expense and the

subjective assumptions involved in those determinations, we believe excluding stool&—based compensation expense enhances the ability of management and

investors to compare our core operating results with those of similar companies in our industiy.

Equity in net loss of affiliate represents our share of losses in a non—US affiliate in a similar business and over which we exercise significant influence, but do

not control. Management believes it is appropriate to exclude this loss when evaluating the performance of our own operations. Additionally, we exclude loss

from de— leveraging transactions, loss fiom impairment of investments, minority interest and other income (expense) because these items represent, activity
outside of our core business operations and can distort period to period comparisons of operating performance.

There are limitations associated with the use of Adjusted operating loss in evaluating our company compared with net loss, which reflects overall financial

perfonnance. Adjusted operating loss does not reflect the impact on our financial results of (I) interest income, (2) interest expense, (3) income taxes,

(4) depreciation and amortization, (5) loss from de— leveraging transactions, (6) loss from impairment of investments, (7) equity in nct loss of affiliate,

(8) minority interest, (9) other income (expense) and (10) stock—based compensation, which are included in the computation of net loss. Users that wish to

compare and evaluate our company based on our net loss should refer to our unaudited Condensed Consolidated Statements of Operations. Adjusted operating
loss does not purport to represent opertiting loss or cash flov: from operating activities, as those terms are defined under United States generally accepted
accounting principles, and should not be considered as an alternative to those measurements as an indicator of our perfonnance, In addition, our measure of
Adjusted operating loss may not be comparable to similarly titled measures of other companies. Adjusted operating loss is continuing to decrease as a percentage
of total revenue and on an average cost per subscriber basis.

Three Months Ended: hiarch 3i, 2007»s. March 3i, 2006. Adjusted operating loss decreased by $21.8 million or 45%, and has decreased as a

percentage of total revenue to 10% from 23% during the three months ended March 31, 2007 compared to the same period in 2006. The decrease as

a percentage of total revenue reflects our ability to leverage greater revenue across our fixed cost base. The decrease in Adjusted operating loss is

primarily related to the $48.4'million increase in Subscription revenue, $ 1.1 million increase in Activation revenue, $4.0 million increase in Other

revenue, $ 1.0 million increase in Net ad sales revenue, $2.8 million decrease in Amortization of GM liability, $ 11.9 million decrease in Subsidies &

distribution and $3.7 million decrease in Research & development. The overall decrease was offset partially by a $ 37.6 million increase in Cost of.
revenue (less $0.5 million related to Stoclc—based compensation) and $ 16.6 million increase in General &. administrative (less $ 1.0 million related to

Stock—based compensation).

Liquidity and Capital Resoui ces

O»er»i en'he

grov'th in demand for our products and services has required and will continue to require us to invest significant amounts in our business. Since inception

through March 31, 2007, we have raised proceeds of $4.6 billion, net of offering costs,
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through equity and debt offerings. Our ability to become profitable depends upon many factors, some of which are identified below under the caption entitled

"Future Operating Liquiditv and Capital Resource Requirements." Our principal sources of liquidity are our existing cash and cash equivalents and cash receipts

for pre-paid subscriptions. We also have access to significant liquidity through our bank revolving credit facility and our GM credit facility, as amended in April~ 2006. We also have significant outstanding contracts and commercial commitments that need to be paid in cash or through credit facilities over the next several~ years. These contractual commitments are comprised of subsidies and distribution costs, rights and royalty fees, revenue share arrangements, programming costs,

repayment of long~un debt, satellite related costs, lease payments and service payments. Our ability to become profitable also depends upon other factors

identified below under the caption entitled "Future Operating Liquidity and Capital Resource Requirements."

The following table presents a summary of our cash flows, beginning and ending cash balances for three months ended March 31, 2007 and 2006 (in thousands,

except percentages):

Cash flows used in operating activities
Cash flows used in investing activities
Cash flows provided by financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning ofperiod
Cash and cash equivalents at end ofperiod

Three months ended
March 31,

2007 2006

$ (43,132) $(161,134)
(96,302) (30,160)
240.609 1.123
10),175 (190,171)
218.216 710.991

$319.391 $ 520.820

2007 — 2006
$

$ 118 002 73%
(66,142) 219%
239.486 NM
291 346 -153%

(492 775) -69%
$(201.429) -39%

Pttvt— Plot is(eaningfet

Operating Activities — Operating activities primarily consist of net loss adjusted for certain non-cash items including depreciation, amortization, net non-cash

loss on conversion of notes, non-cash loss on equity-based investments, stock-based compensation and the eKect of changes in working capital.

~ For the three months ended March 31, 2007, net cash used in operating activities was $43.1 million, consisting of a net loss of $ 122.4 million
adjusted for net noncash expenses of$75.1 million and $4.3 million provided by worl&)ng capital as well as other operating activities, Included in

cash provided by working capital is a $26,5 million increase in Subscriber deferred revenue, as a result of subscribers signing up for discounted
annual and multi-year pre-payment plans and a $ 16.2 million increase in Accrued interest; offset by a $43.7 million increase in Prepaid
programming content due primarily to the $60 million prepayment of our obligation to MLB for the 2007 season,

For tbe three months ended March 31, 2006, cash used in operating activities was $ 161.1 million, consisting of a net loss of $ 149.2 million adjusted
for net non-cash expenses of $93.8 million, $4,4 million gain on sale of fixed assets and $ 10)A million used in working capital as well as other

operating activities. Included in cash used in worlcing capital is 0 $ 113.8 million decrease in Accounts payable, accrued expenses and other liabilities
due primarily to the effort to reduce our previous year's balance to more normative levels, offset partiafly by a $22.5 million increase in Subscriber
deferred revenue, as a result of subscribers signing up for discounted annual and multi-year prepayment plans and a $ 14.7 million increase in

Accrued interest.

Investing Activities — Investing activities primarily consist of capital expenditures and proceeds from the sale of equipment.

For the three months ended March 31, 2007, net cash used in investing activities was $96.3 million, consisting of $98.0 million in capita)
expenditures for the construction of XM-5, computer systems infrastructure and building improvements, offset partially by $ 1.7 million in proceeds
received from the maturity of restricted investments.

For the three months ended March 31, 2006, cash used in investing activities was $30.2 million, primarily consisting of $37.2 million in capital
expenditures for the construction of XM-4, computer systems infrastructure and building improvements, offset by $7.0 million in proceeds received

from the sale of terrestrial repeaters to XM Canada.
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Financing Activities — Financing activities primarily consist ofproceeds from debt and equity financings, issuance of common stock pursuant to stock option

exercises, and repayments of debt.

For the three months ended March 31, 2007, net cash provided by financing activities was $240.6 million; consisting of $288.5 mi))ion of proceeds

received in conjunction with the sale-leaseback of the transponders on the XMM satellite and $ 1.9 million in proceeds from the exercise of

warrants and stoc)t options; offset partially by the repayment of $38.9 million related to our corporate headquarters mortgages and $3.0 million in

premiums associated with the above-mentioned retired mortgages, as well as $4.0 million in capital lease payments and $3.9 million in deferred

financing costs.

~ For the three months ended March 31, 2006, cash provided by financing activities was $ 1.1 million, consisting of $3.1 million in proceeds from the

exercise of warrants and stock options, offset partially by the repayment of $2.0 million of miscellaneous debt.

Future Operating Liquidity and Capital Itasourca Itaquirentents

Our projected funding requirements are based on our current business plan, which in turn is based on our operating experience to date and our available

resources. We are pursuing s business plan designed to increase subscribers and revenues while maintaining reasonable subscriber acquisition costs in the

long-term. Our plan contemp)ates our focusing on the new automobile market where we have relationships with automobile manufacturers, the continuing

introduction of innovative yet affordable technology in the retail aftermarket and the use of our more productive distribution channels.

provided that we meet the revenue, expense and cash flow projections of our business plan, we expect to be fully funded and will not need to add additional

liquidity to continue operations. Our business plan is based on estimates regarding expected future costs and expected future revenue. Our costs may exceed or

our revenues may fall short of our estimates, our estimates may change, and future developments may affect our estimates. Any of these factors may increase our

need for funds, which would require us to seek additional financing to continue implementing our current business plan. In addition, we may seek additional

financing, such as the sale of additional equity and debt securities, to undertake initiatives not contemplated by our current business plan or for other business

reasons.

In the event of unfavorable future developments we may not be able to raise additional funds on favorable terms or at all. Our ability to obtain additional

financing depends on several factors; including future marke) conditions, our success or lack of success in developing, implementing and marketing our satellite

audio service and data services, our future creditworthiness and restrictions contained in agreements with our investors or lenders, If we fail to obtain necessary

fmancing on a timely basis, a number of adverse effects could occur, or we may have to revise our business plan.

Our merger agreement with Sirius Satellite Radio restricts our ability to incur additional debt financing beyond existing credit facilities (or equivalent funding)

and limits the amount of new equiry we can issue, in each case without approval from Sirius. Sirius is under similar restrictions not to incur new debt or issue

additional equity beyond agreed limits without our approval.

On February 13, 2007, we entered into a sale-leaseback transaction with respect to the transponders on the XM-4 satellite, which was launched in October 2006

and placed into service during December 2006. We received net proceeds of $288.5 million fl'om the transaction, ofwhich $44 miflion (inclusive of interest) was~ used to retire outstanding mortgages on real property and the remainder of which provides additional liquidity available for working capital and general corporate~ purposes. For a further discussion, see Note 6, to the Notes to the unaudited Condensed Consolidated Financial Statements in Item 1. to Part I of this Form 10-Q

under the heading "Capital Lease — XM-4 Satellite. "

Commitments and Contingencies — We are obligated to make significant payments under a variety of contracts and other commercial arrangements, including

the following:

Xi)d-d Satellite Lease obligation — In February 2007, we entered into a sale-leaseback transaction of the transponders on the XM-4 satellite. Under

the terms of the lease, we are obligated to make payments that total $437 4 million over the nine year base lease term. For a further discussion, see

Note 6, to the Notes to the unaudited Condensed Consolidated Financial Statements in Item 1. to Part )of this Forin 10-Q under the heading,
"Capital Lease — XM-4 Satellite".

Programming and kfarit etingAgreements — We have entered into certain programming and marketing agreements that broaden our content offering

and increase brand awareness. Under the terms of these agreements, we are obligated to make payments that total $85.2 million in the remaining

nine months of2007, $96.5 million in 2008, $71.3 million in 2009, $41.3 million in 2010, $38.5 million in 2011 and $72.9 million in 2012 and

beyond. These payments include fixed payments, advertising commitments and revenue sharing arrangements.
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Major League Bassbal/ — We have a multi-& ear agreement with Major League Baseball ("MLB") to broadcast MLB games live nationwide. )n

the first quarter of 2007, we made a payment in the amount of $60 million for the 2007 season and wiH pay $60 million per year thereafter through

2012. MLB has the option to extend the agreement for the 2013, 2014 and 2015 seasons at the same $60 million annual compensation rate. We will

a)so make incentive payments to MLB for XM subscribers obtained through MLB and baseball club verifiable promotional programs. No stock or

warrants were included in this agreement. The agreement requires us to deposit $ 120 million into escrow or furnish other credit support in such

amount. In July 2006. we furnished a $ 120 million surety bond to MLB as part of an amendment to the agreement with MLB that permitted us to

provide various types of credit support in lieu of its $ 120 million escrow deposit requirement.

SatelIite Contracts — We successfully launched our fourth satellite ("XM-4") into geosynchronous transfer orbit on October 30, 2006. Following

positioning in geostationary orbit and extensive in-orbit testing, the handover ofXMW occurred in December 2006. We entered into a sale

leaseback transaction for the transpondcrs on XM-4 in February 2007. Under our existing satellite construction and launch contracts, remaining

costs for the construction and launch ofXM-5 are expected to be approximately $37 million in 2007 and $31 million in 2008. These costs exclude

financing charges on certain amounts deferred prior to launch, in-orbit performance incentives and launch insurance. Our contractual agreements

for our satellites are more ful)y described in Note 12 of the Notes to the unaudited Condensed Consolidated Financial Statements in Item l. to Part I

of this Form ) 0-Q under the heading "Sate!1ite System."

~ Generai Motors Distribution Agreement — We have a long-term distribution agreement with General Motors ("GM"). The agreement had been

assigned by GM to its subsidiary OnStar, but was assigned back to GM in June 2006, During the term of the agreement, which expires twelve years

from the commencement date of our commercial operations in 2001, GM has agreed to distribute the service to the exclusion of other S-band

satellite digital radio services. The agreement was amended in June 2002 and January 2003 to clarify certain terms in the agreement, including

extending the dates when certain initial payments were due to GM and confirming the date of our commencement of commercial operations, and to

provide that we could make certain payments to GM in shares of our Class A common stock. Our total cash payment obligations were not increased.

Under the distribution agreement, we are required to make a subscriber acquisition payment to GM for each person who becomes and remains an

XM subscriber through the pumhase of a GM vehicle.

In April 2006, we amended the distribution agreement pursuant to which we made a prepayment in May 2006 in the amount of $237 million to GM

to retire at a discount approximately $320 million of the remaining fixed payment obligations that would have come due in 2007, 2008, and 2009.

The April 2006 amendments eliminated our ability to make up to $35 million of subscriber acquisition payments in shares of our Class A common

stock. In addition, our credit facility with GM was increased from $ 100 million to $ 150 million. The facility will terminate, and all draws will

become due, upon thc earlier of December 31, 2009 and six months after we achieve investment grade status. The amendments also provide that the

security arrangements on the GM facility will be unsecured until the first draw under the bank credit facility and then secured on a second priority

basis behind the secured indebtedness permitted to be incurred under the bank credit facility. As ofMarch 31, 2007, we have $26.0 million of
current prepaid expense to related party and $ 143.1 million ofnon-current prepaid expense to related party in connection with the guaranteed fixed

payments, as the result of a prepayment of $237 million to GM in May 2006.

In order io encourage the broad installation ofXM radios in GM vehicles, we have agreed to subsidize a portion of the cost ofXM radios, and to

make incentive payments to GM when the owners of GM vehicles with installed XM radios become subscribers to our service. We must also share

with GM a percentage of the subscription revenue attributable to GM vehicles with installed XM radios, which percentage increases until there,are

more than eight million GM vehicles with installed XM radios (at which point the percentage remains constant). Accordingly, the revenue share

expense is recognized as tbe related subscription revenue is earned. As ofMarch 31, 2007, we have $45.0 million of current prepaid expense to

related party and $ 12.3 million of non-current prepaid expense to related party in connection with this revenue sharing arrangement. As part of the

agreement, GM provides certain call-center related services directly to XM subscribers who are also GM customers for which we must reimburse

GM. The agreement is subject to renegotiation at any time based upon the installation of radios that are compatible with a common receiver platform

or capable of receiving Sirius Satellite Radio's service. The agreement was subject to renegotiation in November 2005, and will be subject to

renegotiation at iwo-year intervals thereafter, if GM did or does not achieve and maintain specified installation levels of GM vehicles capable of
receiving our service. The specified installation level of 1,240.000 units by November 2005 was achieved in 2004. The specified installation levels

in future years are the lesser of 600,000 units per year or amounts proportionate to target market
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shares in the satellite di&gital radio service market. There can be no assurances as to the outcome of any such renegotiations. GM's exclusivity

obligations will discontinue if, by November 2007 and at two-year intervals thereafter, we fail to achieve and maintain specified 111inimum market

share levels in the satellite digital radio service market. We were significantly exceeding the minimum levels at March 31, 2007. For the three

months ended March 31, 2007 and 2006, we incurred total costs of $61.3 million and $ 56.9 million, respectively, under the distribution agreement,

Long— ierm deb( — For a further discussion of long—term debt, see Note 6 of the Notes to the unaudited Condensed Consolidated Statements in

Item l. to Patt I of this Foon 10-Q. Based on the various terms of our long& —term debt, our ability to redeem any long—term debt is limited. We have

and may continue to tal&e advanta&ze of opportunities to reduce our level of indebtedness in exchange for issuing equity securities, if these

transactions can be completed on favorable terms.

Related Party Transactions'or

a discussion of related party transactions, see Note 10 of the Notes to the unaudited Condensed Consolidated Financial Statements in Item 1. of this Form

10 —Q,

Recent Accounting Pronouncements

For a discussion of recently issued accounting pronouncements, see Note 2 of the Notes to the unaudited Condensed Consolidated Financial Statements in Item l.

of this Form 10—Q.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Fair Value ofFinancial Jnsirumenis — The can ying value of the following financial instruments approximates fair value because of their short maturities: cash

and cash equivalents, accounts receivable, due from related parties, accounts payable, accrued expenses, accrued satellite liability, due to related parties and

restricted investments.

The estimated fair value of our long—temi debt is determined by discounting the future cash tiov, s of each instrument at rates currently offered to the Company

for similar debt instruments of comparable maturities by the Company's bankers or quoted market prices at the reporting date for the traded debt. securities. As of

March 31, 2007, the carrying value of our long—term debt was $ 1,493 million, compared to an estimated fair value of $ 1,539 million. The estimated fair value of

our long—term debt is noi necessarily indicative of'he amount which could be realized in a current market exchange.

Jnieresi Rale Risk — At March 31, 2007, we had approximately $ 1,493 million of total debt, of which $ 1,293 million was fixed—rate debt and $ 200 million was

variable—rate debt. Under our current policies, we do not use interest rate derivative instruments to manage our exposure to interest rate fluctuations. An increase

of 100 basis points in the interest rate applicable to the $200 million of variable—i ate debt at March 31, 2007 would result in an increase of approximately $2

million in our annual interest expense. We believe that our exposure to interest rate risk is not material to our results of operations.

ITEM 4. CONTROLS AND PROCEDURES

Our management, including our Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of our disclosure controls and procedures as

of the end of the pet iod covered by this repoit, Based upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that these

disclosure controls and procedures are effective. During the three months ended March 31, 2007, no changes were made in our internal control ovei financial

reporting that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II: OTHER INFORMATION

~ ITEM I. LEGAL PROCEEDINGS

We are currently subject io claims, potential claims, inquiries or investigations, or party to legal proceedings, in various matters described below. In addition, in~ the ordinary course of business v:e become aware from time to time oi'claims, potential claims, inquiries or investigations, or may become party to legal

proceedings arising out of various matters, such as contract matters, employment related matters, issues relating to our repeater network, product liability issues,

copyright, patent, trademark or other intellectual property matters and other federal regulatory matters.

Litigation and Arbitration

Securities class action — A consolidated action was filed in the United States District Court for the District of Columbia on behalf of a purported nationwide

class of purchasers of XM's common stock between July 28, 2005 and February 16, 2006 against XM and its chief executive officer. The complaint, as amended

in September 2006, sought an unspecified amount of damages and claimed violations of Sections 10(b) and 20(a) of the Securities Exchange Act of 1934 and

Rule 10b-5 thereunder, alleging various statements made during the putative class period by us and our management failed to project accurately or disclose in'a

timely manner the amount of higher costs to obtain subscribers during the fourth quarter of2005. On March 28, 2007, our motion to dismiss the action was

granted and the case dismissed with prejudice. The court concluded that "plaintiffs have failed to identify any materially misleading statements or omissions that

are actionable under Section 10(b)" of the Securities Exchange Act of 1934.

Atlantic Recording Corporation, BMG Music, Capital Records, Inc., Elehtra Entertainment Group Inc., Interscope Records, Motown Record Company, l..p.,

Sony BkfG Music Bntertainment, UMG Recordings, Inc., Virgin Records, Inc and IVarner Bros. Records inc. v. XMSatellite Radio Inc. — Plaintiffs filed this

action in the United States District Court for the Southern District ofNew York on May 16, 2006. The complaint seeks monetary damages and equitable relief,

alleging that recently introduced XM radios that also have MP3 functionality infringe upon plaintiffs'opyrighted sound recordings. Our motion to dismiss this

matter was denied in January 2007.

We believe these allegations are without merit and that these products comply with applicable copyright law, including the Audio Home Recording Act, and we

intend to vigorously defend the matter. Music publishing companies have filed a lawsuit with similar allegations. There can be no assurance regarding the

ultimate outcome of these matters, or the significance, if any, to our business, consolidated results of operations or fmancial position.

Matthew Enderlin v. XM Satellite Radio Holdings Inc. andXM Satellite Radio Inc. — Plaintiff filed this action in the United States District Court for the Eastern

District oi'Arkansas on January 10, 2006 on behalf of a purported nationwide class of all XM subscribers, The complaint alleges that we engaged in a deceptive
trade practice under Arkansas and other state laws by representing that our music channels are commercial-free. We have filed an answer to the complaint, and

instituted arbitration with the American Arbitration Association pursuant to the compulsory arbitration clause in our customer service agreement. The arbitration

has been stayed pending judicial determination of Enderlin's objections to the arbitration. The United States Court ofAppeals for the Eighth Circuit held on

April 17, 2007 that those objections are to be decided by the trial court, not the arbitrator .We believe the suit is without merit and intend to vigorously defend the

matter. There can be no assurance regarding the ultimate outcome of this matter, or the significance, if any, to our business, consolidated results of operations or
financial position.

Copyright Royalty Board Arbitration — We are participating in a Copyright Royalty Board (CRB) proceeding in order to set the royalty rate payable by XM~ under the statutory license covering our performance of sound recordings over the XM system for the six year period starting in January 2007. XM and Sirius

have recently filed their direct cases with the CRB proposing a rate of 0.88% of each of their adjusted gross revenues for this statutory license. SoundExchange, a~ collective operated on behalf of owners of copyrighted recordings, such as the major record labels, has filed a direct case proposing a rate increasing from 10% of
adjusted gross revenues for the first year of the license increasing each year to over 23% during the final year of the license term; their requested guaranteed
minimums could result in a rate in excess of the foregoing percentages. We are also participating in a concurrent proceeding to set the royalty rate payable by

XM under the statutory license covering our performance of sound recordings over XM channels transmitted over the DIRECTV satellite television system. We

anticipate that hearings in these matters will take place in early 2007, and that the CRB will render its decision by the end of 2007. There can bc no assurance

regarding the ultimate outcome of these matters, or their significance to our business, consolidated results of operations or financial position.
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Regulatory Matters and Inquiries

Federal Coinmunication Commission ("FCC")

FCC Receiver Matter — As we have previously disclosed, we have received inquiries from, and responded to, the Federal Communications Commission

~regarding FM modulator wireless transmitters in various XM radios not in compliance with permissible emission limits. No health or safety issues have been

involved with these wireless XM radios.

We have implemented a series of design and installation modifications and we have obtained new certifications for numerous models of modified XM radios

using our new SureConnect technology. In addition, we have implemented a regulatory compliance plan, including the appointment of an FCC regulatory

compliance officer, to monitor FCC regulatory compliance, specifically with reference to the design, verification/certification, and production of XM radio

receivers.

We have been submitting documents to the FCC and are in discussions with the FCC to resolve this matter. We cannot predict at this time the extent of any

further actions that we will need to undertake or any iinancial obligations we may incur.

There can be no assurance regarding the ultimate outcome of this matter, or its significance to our business, consolidated results of operations or financial

position.

FCC Repeater Network Matter — In October 2006, we filed for both a 30-day Special Temporary Authority ("STA") and a I 80-day STA with respect to our

terrestrial repeater network, seeking authority to continue to operate our entire repeater network despite the fact that the technical characteristics of certain

repeaters, as built, differ from the technical characteristics in the original STAs granted for our repeater network. These differences include some repeaters not

being built in the exact locations, or with the same antenna heights, power levels, or antenna characteristics than set forth in the earlier STAs. Prior to making

these recent filings, we reduced the power or discontinued operation of certain repeaters. As a result, we believe that service quality in portions of the affected

metro areas has been somewhat reduced, including in terms of more frequent interruptions and/or occasional outages to the service. There has been no impact on

the satellite signal. We continue to hold meetings with the staff of the FCC regarding these matters. In February 2007, we received a letter of inquiry from the

FCC relating to these matters, to which we have responded. This proceeding may result in the imposition of financial penalties against us or adverse changes to

our repeater network resulting from having repeaters turned off or otherwise modified in a manner that would reduce service quality in the affected areas, There

can be no assurance regarding the ultimate outcome of this matter, or its significance to our business, consolidated results of operations or financial position.

These recent STA requests are disiinct from (and if granted would modify) the STAs originally granted by the FCC relating to our commencing and continuing

operation of the repeater network. As we have been disciosing for many years, the FCC has not yet issued final rules permitting us (or Sirius) to deploy terrestrial

repeaters, and we have been deploying and operating our repeater network based on those early STAs and requests we have filed previously to extend the time

periods of those STAs, which have expired. We (and Sirius) and others have been requesting that the FCC establish final rules for repeater deployment.

Federal Trade Cominisslon ("FTC")

FTC lnqtary — On April 25, 2006, we received a letter from the Federal Trade Commission stating that they are conducting an inquiry into whether our

activities are in compliance with various acts, including the FTC Act, the Telemarketing Sales Rule, the Truth in Lending Act and the CAN-SPAM Act. This~ letter requests information about a variety of our marketing activities, including free trial periods, rebates, telemarketing activities, billing and customer

We have been submitting docmnents to the agency in response to the letter and are cooperating fully with this inquiry. There can be no assurance regarding the

ultimate outcome of this matter, or the significance, if any, to our business. consolidated results of operations or financial position.

Secttrltias and Exchange Connttission ("SEC"j

SEC Inquiry — As previously disclosed, the Stafi'of the Securities and Exchange Commission ("SEC") has requested that we voluntarily provide documents to

the Staff, including information relating to our subscriber targets, costs associated with attempting to reach those targets during the third and fourth quarters of

2005, the departure of Mr. Roberts from our board of directors, our historic practices regarding stock options and certain other matters. In this connection we

retained outside counsel, who engaged an independent accounting advisor, to conduct a review of our stock option practices. The inquiry did not reveal the

existence of material errors in any prior financial statements.

48

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007



Table of Contents
We have been submitting documents to the SEC in response to their requests and are cooperating fully with this inquiry. There can be no assurance regarding the

ultimate outcome of these SEC matters, or the significance, if any, to our business, consolidated results of operations or financial position.

TEN 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Purchases of Equity Securities

The following purchases of the Company's Class A common stock were completed during the three months ended March 31, 2007.

January I, 2007 — January $ 1, 2007
February I, 2007 — Februaty 28, 2007
March 1, 2007 — March 3 1., 2007

Total Number of
Shares Purchased (I)

1,28.1

Average Price
Paid per Share

$
$
$ 13.47

Total Number of
Shares Purchased
ae Part of Publicly
Anounced Plans or

Programs

Maximum Number
(or Approximate Dollar Value)

of Shares that May Yet Be
Purchased Under the
Plans or Programs

(l) t(cprcecnts thc number of shares acquired ae payment by cmployces of applicable statutory minimum withholding taxes owed upon vesting of restricted stock granted under thc Company's

1998 Shares Award Plan.
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ITEM 6. EXHIBITS

~ Exhtblt
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10.8

10.9

10.10

31.2

31.3

31.4

32.1

32.2

Descriptlea

Agreement and Plan of Merger, dated as of February 19, 2007, by and among Sirius Satellite Radio Inc., Vernon Merger Corporation and XM

Satellite Radio Holdings lnc. (incorporated by reference to XM's Current Report on Form 8-K filed on February 21, 2007).

Amendment No. 3, dated as of February 19, 2007, to the Rights Agreement, dated as ofAugust 2, 2002, between XM Satellite Radio Holdings Inc.

and Computershare Investor Services, LLC, as successor rights agent to Equiserve Trust Company, N.A. (incorporated by reference to XM's

Current Report on Form 8-K filed on February 21, 2007).

Lease Agreement, dated as of February 13. 2007, by and between Wells Fargo Bank Northwest, as Owner Trustee, and XM Satellite Radio Inc.

(incorporated by reference to XM's Current Report on Form 8-K filed February 14, 2007).

Participation Agreement, dated as of February 13, 2007, among XM Satellite Radio Holdings Inc., XM Satellite Radio lnc., Satellite Leasing

(702M), LLC, as Owner Participant, Wells Fargo Bank Northwest, as Owner Trustee and Lessor, and The Bank of New York, as Indenture Trustee,

and the note purchasers named therein (incorporated by reference to XM's Current Report on Form 8-K filed February 14, 2007).

Transponder Purchase Agreement, dated as ofFebruary 13, 2007, by and between XM Satellite Radio Holdings Inc. and Wells Fargo Bank

Northwest in its capacity as Owner Trustee (incorporated by reference to XM's Current Report on Form 8-K tiled February 14, 2007).

Guaranty, dated as of February 13, 2007, made by XM Satellite Radio Holdings Inc., XM Equipment Leasing LLC and XM Radio lnc.

(incorporated by reference to XM's Current Report on Form 8-K filed February 14, 2007).

Indenture, dated as of February 13, 2007, between Wells Fargo Bank Northwest, as Owner Trustee, and The Bank of New York, as Indenture

Trustee (incorporated by reference to XM's Current Report on Form 8-K filed February 14, 2007).

Form of 10% senior secured note (incorporated by reference to XM 's Current Report on Form 8-K filed February 14, 2007).

Amendment No. I to Employment Agreement, dated as ofApril 4, 2007, between Gary Parsons and XM Satellite Radio Holdings Inc. and XM

Satellite Radio inc. (incorporated by reference to XM's Current Report on Form 8-K filed April 10, 2007).

Amendment No. I to Employment Agreement, dated as of April 4, 2007, between Hugh Panero and XM Satellite Radio Holdings Inc. and XM

Satellite Radio Inc, (incorporated by reference to XM's Current Report on Form 8-K filed April 10, 2007).

Amendment No. I to Employment Agreement, dated as of April 4, 2007, between Nathaniel Davis and XM Satellite Radio Holdings Inc. and XM

Satellite Radio Inc. (incorporated by reference to XM's Current Report on Form 8-K filed April 10, 2007).

Form of Severance Agreinnent for executive officers other than Chairman, CEO and President and COO (incorporated by reference to XM's Current

Report on Form 8-K filed April 10, 2007).

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350).

Ceititication pursuant to Section 302 of the Sarbanes-Oxley Act of2002 (18 U.S.C. Section 1350).

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350).

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350).

Written Statement of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C.

Section 1350).

Written Statement of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C.

Section 1350).
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SIGN ATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf

by the undersigned, thereunto duly authorized.

XM SATELLITE RADIO HOLDINGS INC.

(Registrant)

Date: May 2, 2007 /s/ HUGH pANERG

Hugh Panero
Chief Executive Officer

(principal executive officer)

Date: May 2, 2007 /s/ JosBPI I I EUTENBUBR

Joseph J. Euteneuer
Executive Vice President and Chief Financial Officer

(principal financial and accounting officer)

XM SATELLITE RADIO INC

(Registrant)

Date: May 2, 2007 /S/ HUGH PANBRO

Hugh Panero
Chief Executive Officer

(principal executive officer)

Date: May 2, 2007 /s/ JosEPH J EUTBNEUER

Joseph J. Euteneuer
Executive Vice President and Chief Financial Officer

(principal financial and accounting officer)
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Exhibit 31 I

CERTIPICATIONStI, Hugh Panero, Chief Execuiive Offlcer, certify that:

I have reviewed this quarterly report on Form 10—Q of XM Satellite Radio Holdings Inc.;

2. Based on my knowledge, this report docs not coniain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in liuht of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial

condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange

Act Rules 13a-15(e) and 15d — 15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a— 15(f) and 15d-15(f)) for the

registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure

that material infortnation relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,

particularly during the period in which this report is being prepared;

b) Designed such intenial control over financial reporting. or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding. the reliability of financial reporting and the preparation of financial statements for external

purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness

of the disclosure controls and procedures, as of the end ol'he period covered by this report, based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal

quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,

the registrant's internal control over financial reporting.

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant's auditors and the audit committee of the registrant's board of directors (or persons pet forming the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably

likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b) Any fi aud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over

financial reporting.

Date: May 2, 2007 /s/ HUGH PANeao

Hugh Panero
Chief Executive Officer

Source: XM SATELLITE RADIO H, 10—Q, May 03, 2007



Exhibit 31.2

CERTIFICATIONS

I, Hugh Panero, Chief Executive Officer, certify that:

~1. I have reviewed this quarterly report on Form 10-Q ofXM Satellite Radio Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of thc circumstances under which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial

condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange

Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the

registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure

that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,

particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over fmancial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external

purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness

of the disclosure controls and procedures, as of thc cnd of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal

quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,

the registrant's internal control over financial reporting.

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant's auditors and the audit committee of the registrant's board ofdirectors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably

likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over

financial reporting.

Date: May 2, 2007 /s/ Huoa PANERO

Hugh Panero
Chief Executive Officer

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007



Exhibit 31.3

CERTIFICATIONS

I, Joseph Euteneuer, Executive Vice President and Chief Financial Officer, certify that:

~ 1. 1 have reviewed this quarterly report on Form 10-Q of XM Satellite Radio Holdings Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements,and other financial information included in this report, fairly present in all material respects the financial

condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange

Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the

registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure

that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,

particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external

purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness

of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal

quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,

the registrant's internal control over financial reporting.

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably

likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over

financial reporting.

Date: May 2,2007 /s/ Josapa J. EuYaNeuaa
Joseph J. Euteneuer
Executive Vice President and Chief Financial Officer

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007



Exhibit 31.4

CERTIFICATIONS

I, Joseph Euteneuer, Executive Vice President and Chief Financial Officer, certify that:

~ I. I have reviewed this quaixerly report on Form 10-Q ofXM Satellite Radio Inc.;

Based on my knowledge. this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial

condition, results of operations and cash Qows of the registrant as of, and for, the periods presented in this report;

The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange

Act Rules 13a-15(e) and 15d-15(e)'I and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the

registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure

that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,

particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external

purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness

of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal

quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,

the registrant's internal control over financial reporting.

The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the

registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably

likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over

financial reporting.

Date: May 2, 2007 /s/ J ossa«J. Eurswsuaa
Joseph J. Euteneuer
Executive Vice President and Chief Financial Officer

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007



Exhibit 32.1

Written Statement of ChiefExecutive Officer and Chief Financial Officer
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

~The certification set forth below is being submitted to the Securities and Exchange Commission solely for the purpose of complying with Section 1350 of

hapier 63 of Title 18 of the United States Code. This certification is not deemed to be filed pursuant to the Securities Exchange Act of 1934 and does not

~consutute a part of the Quarterly Report on Foun 10-Q accompanying this statement.

The undersigned, the Chief Executive Officer and the Executive Vice President and ChiefFinancial Ofticer of XM Satellite Radio Holdings inc., each hereby

certifies that, to his knowledge on the date hereof:

(a) the Form 10-Q ofXM Satellite Radio Holdings Inc. for the period ended March 31, 2007 filed on the date hereof with the Securities and Exchange

Commission (the "Report") fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(b) information contained in the Report fairly presents, in all material respects, the financial condition and results of operations ofXM Satellite Radio

Holdings Inc.

/s/ Huoa PaNaao

Hugh Panero
Chief Executive Officer
May 2, 2007

/s/ Josarll J EUTBNEUBR

Joseph J. Euteneuer
Executive Vice President and Chief Financial Officer
May 2, 2007

A signed original of this written statement required by Section 906 has been provided to XM Satellite Radio Holdings inc. and will be retained by XM Satellite

Radio Holdings inc. and furnished to the Securities and Exchange Commission or its staff upon request.

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007



Exhibit 32.2

Written Statement of Chief Executive Oflicer and Chief Financial Officer
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

+Q The certification set forth below is being submitted to the Securities and Exchange Commission solely for the purpose of complying with Section 1350 of
Chapter 63 ofTitle 18 of the United States Code. This certification is not deemed to be filed pursuant to the Securities Exchange Act of 1934 and does not

~~ constitute a part of the Quarterly Report on Form 10-Q accompanying this statement.

The undersigned, the Chief Executive Officer and the Executive Vice President and Chief Financial Officer ofXM Satellite Radio Inc., each hereby certifies that,

to his knowledge on the date hereof:

(a) the Form 10-Q ofXM Satellite Radio Inc. for the period ended March 31, 2007 filed on the date hereofwith the Securities and Exchange Commission

(the "Report") fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(b) information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of XM Satellite Radio Inc.

/s/ Huoli PANBRO

Hugh Panero
Chief Executive Officer
May 2,2007

/s/ Josaru I FuraNBUHR

Joseph J. Euteneuer
Executive Vice President and Chief Financial Officer
May 2,2007

A signed original of this written statement required by Section 906 has been provided to XM Satellite Radio Inc. and will be retained by XM Satellite Radio Inc.

and furnished to the Securities and Exchange Commission or its staff upon request.

Created by ) OKWizard wwvv. I OKWizard.onm

Source: XM SATELLITE RADIO H, 10-Q, May 03, 2007
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(ON BEHALF OF XM SATELLITE RADIO INC.)

Overview

1. My name is Mark J. Vendetti. I am currently employed by XM Satellite Radio Inc.

("XM") as Senior Vice President of Corporate Finance, and have been employed by XM in this

capacity since May 2005, My testimony will address XM's financial performance. The

financial data in my testimony is based on published XM results through 2005. The data for

2006 and beyond is based on an average of forecasts from 19 analysts who cover XM.

2. XM's creation of its satellite radio service from scratch has required enormous investment,

expected to total over $6.3 billion for capital and operating expenditures through the end of

2006. Creating a new industry for satellite radio (along with Sirius) has been unavoidably

capital-intensive and risky, requiring both up-front costs and substantial ongoing expenses,

Indeed, before XM could even attempt to sign up its first customer, it had to purchase rights to

the broadcast spectrum, design and launch a technologically complex satellite system and

terrestrial repeater broadcast system from the ground up, build a state-of-the-art broadcast

operations center, develop compelling programming that consumers would be willing to
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purchase, gain access to key distribution channels through deals with automakers and retailers,

and develop the first satellite radio receivers. Moreover, since XM has launched this

unprecedented new service, XM has made ongoing investments to compete in the marketplace,

maintain and improve its infrastructure, technology and programming. In 2005 alone, for

example, XM incurred over $ 1.3 billion of necessary operating and capital expenses.

3. Unfortunately, XM does not yet generate revenue sufficient to cover these costs. XM's

cumulative investments since inception were over $3.7 billion at the end of 2005. While XM has

been making progress slowing down the rate at which its losses accumulate, the average loss

remains $ 1.9 million per day, based on analysts'orecasts. In addition to these net losses, XM

ciurently carries $ 1.3 billion in debt that it must repay, convert to equity, or refinance starting in

2009.

4, This multi-billion dollar investment has produced many positive results, as evidenced by

XM's growing customer base of over 7 million subscribers. Given current projections of

subscriber growth and assuming the 0.88% royalty rate proposed by the services, XM is forecast

to be profitable for the first time in 2010. During the next six years, a 0.88% royalty rate is

estimated to generate payments exceeding $ 106 million from XM for the record labels.

5. A higher royalty rate will give XM three basic options — absorb the higher costs while

keeping revenue and other costs where they are, attempt to increase revenue by charging higher

monthly subscription fees, or 'attempt to decrease other costs — and all three may delay or disrupt

XM's path to profitability. Keeping revenue and other costs where they are while increasing the

cost of royalties paid to the record labels will directly delay the date XM becomes profitable.

Alternatively, attempting to increase revenue or cut other costs could negatively impact

subscriber growth (e.g., less marketing or higher monthly fees would lead to fewer new
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subscribers) which is a key driver ofXM's financial performance. This result, in turn, also could

delay the date XM becomes profitable and make it more difficult and potentially more expensive

for XM to repay or refinance its debt.

6. One way to put these multi-billion dollar aggregate numbers in perspective is to look at

costs and revenue on a per subscriber basis. In 2009, for example, XM is predicted to spend

approximately $90 to acquire a new subscriber, and is expected to realize $3.47 in profit per

month from the average subscriber. This means the new subscriber must remain a subscriber for

over four years ($90 up front cost / $3.47 monthly net revenue, taking into account XM's

subscriber "churn" rate) in order for XM to make any profit. A "payback period" of this length

is not sustainable; the good news is that the "payback period" has been shrinking over time as the

cost to acquire a new subscriber has decreased or remained fiat and average subscriber profit per

month has increased. However, XM will remain in a difficult financial situation until this period

shrinks to a reasonable time&arne.

7. In summary, XM has made substantial investments to launch and operate a brand new

service and successfully attract over 7 million paying subscribers. However, given forecasted

losses of $ 1.9 million per day, XM remains in a financially challenging "start-up" phase and is

still several years &om profitability and must repay, convert, or refinance its $ 1.3 billion in debt

while achieving that profitability. In my opinion, a royalty rate higher than 0.88% will put XM

at greater financial risk by delaying the date when XM becomes profitable and could impact

XM's ability to pay off its debt and attract new capital.
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Financial and Accountin Work Ex erience

8. I have more than 20 years of experience in financial and accounting positions at major

corporations. After receiving my undergraduate degree at Amherst College and an MBA at

Harvard in 1989, I joined Procter A Gamble ("PAG") as a financial analyst. In 1991, I was

promoted to accounting manager for a PAG manufacturing operation, In 1993, I became project

manager for Worldwide Finance and Accounting Systems, In that capacity, I led a finance team

that created PAG's first global reporting and executive information system. I continued up the

ranks at PRG, managing the forecast and strategic planning for PAG's largest unit, From 1999

until I left PRG in 2001, I was Associate Finance Director for the Home Care division, which

consisted of ten PRG brands with combined sales of $ 1.5 billion,

9, In 2001, I left PAG and went to Sears Credit Card division (now part of Citigroup). I was

recruited to develop and lead the Business Analysis group. My responsibilities included

financial planning for the Sears Gold MasterCard Portfolio, which had $ 13 billion in receivables,

and management of the $200 million Marketing, Risk and Pricing budgets across the portfolio.

Budget and financial analysis for direct mail acquisition and retail credit programs was added to

my responsibilities shortly after joining Sears Credit. I led Sears Credit due diligence efforts

during the acquisition of the Lands'nd portfolio and a potential bid on another major portfolio.

10. In April 2003, I was promoted to the Senior Finance Executive for the Sears Credit

division, My responsibilities included directing finance activities such as forecasting, analysis,

reporting and accounting for the entire credit business, which had $29 billion in receivables and

$ 5 billion in revenue. I supervised 17 managers. In November 2003, Sears sold the credit

division to Citigroup. During the transition from Sears Credit to Citigroup, I was finance leader

for Sears and, upon the sale to Citigroup in November 2003, became Vice President of Finance



PUBLIC VERSION

for the acquiring company. Among my responsibilities was to work with the marketing

department to implement a new acquisition strategy.

11. I joined XM in 2005. My responsibilities include directing finance activities such as

forecasting, analysis, reporting and budgeting. I have a staff of 45 to assist me. As Senior Vice

President of Corporate Finance, I have a global understanding ofXM's business, and the

expenses and revenues involved with every aspect of the business. I track XM's revenue and

revenue projections, the majority ofwhich are derived from subscriber activation and

subscription fees, advertising sales, and equipment sold directly by XM to consumers. I also

track XM's expenses by department and function. This would include all costs associated with

XM's Washington, D,C, broadcast„operating and administrative facilities, its studios in New

York, Nashville, and Chicago, and its Florida-based Research and Development department. I

report directly to Joseph J. Euteneuer, XM's Executive Vice President and Chief Financial

Officer. My resume is attached as Vendetti Exhibit 1.

XM Has Invested Billions To Create Satellite Radio Service

12. XM started its satellite radio service from scratch, which required substantial investment in

spectrum licenses, infrastructure, technology, programming, and distribution/marketing. From

inception through the end of2006, XM is predicted to make total investments of over $6.3

billion in capital and operating expenditures. See Vendetti Exhibit 2. These costs include an up-

front investment of approximately $ 1,5 billion expended before the service was even launched as

well as ongoing operational costs and additional capital expenditures subsequent to launch. As

shown on Vendetti Exhibit 2, XM's cumulative investments have increased over 320%, from

$ 1,5 billion, in the past five years. This trend is projected to continue, with XM's cumulative

investment expected to total almost $ 14 billion by 2010.
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13. In addition to these cumulative costs, XM currently is carrying $ 1.3 billion ofdebt that was

incurred to launch and operate XM's service. As set forth in Vendetti Exhibit 3, 30% of this debt

matures in 2009, and therefore must be retired, converted to equity, or refinanced by then.

] Satellites and

repeaters, like all electronic equipment, eventually wear out. [

] XM also is developing a new satellite, XM-5, during

the next [ ], and I expect that the total capital expenditures associated with XM-5 could

Despite Improvement. XM Remains Unurofitable

14. These costs incurred by XM to date have far exceeded revenue. For example, comparing

cumulative investment to cumulative revenue on Vendetti Exhibit 2 shows that XM's

investments through 2006 are expected to exceed revenue by more than $4.5 billion. This

cumulative deficit is projected to decline after 2008, but to remain over $4.8 billion in 2010.

15. Unfortunately, XM has yet to be profitable. Since the launch of its service in 2001, XM's

annual net losses have ranged from a minimum of $284 million in the first year to a net loss of

$667 million last year. See Vendetti Exhibit 4. See also Exhibits 5 through 11, which are the

Form 10K Annual Reports that XM filed with the Securities and Exchange Commission. Losses

have continued in 2005. Analysts predict an annual loss of $696 million, which translates to an

average loss of $ 1.9 million every single day of the year.
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16. Given XM's current financial trends, projections suggest XM will achieve profitability for

the first time in 2010. As noted above, however, even with profits in 2010, XM's investments

through 2010 will outstrip XM's cumulative revenues by more than $4.8 billion. Moreover, XM

will have to retire, convert to equity, or refinance $400 million ofdebt in 2009, prior to achieving

profitability. Both this life-to-date deficit and substantial debt load will continue to put financial

pressure on XM for some time after it achieves profitability.

Under The Rate Proposed Bv The Satellite Radio Services.
XM Would Pav The Record Labels At Least $ 106 Million

17. The royalties that XM pays for the rights subject to this proceeding are a substantial

expense. When calculated on a percentage of revenue basis, these costs also grow with revenue,

so the projected increase in XM's revenue means XM would have to pay an increasing amount

of royalties.

18. In this proceeding, the satellite radio services have proposed a royalty rate of 0.88% of

revenue. As depicted in Vendetti Exhibit 12, this would require royalty payments from XM

totaling $64 million over the next four years, including a payment of $21 million alone in 2010.

While I understand that a royalty rate set in this proceeding would apply for six years, most

analysts have forecasted XM's revenues only through 2010, so I cannot calculate a royalty

payment for 2011 and 2012. Given the upward trend ofXM's revenue, however, I assume the

royalty payment for those two years would exceed the $21 million payment, resulting in a total

six year payment of at least $ 106 million.

A Higher Rovaltv Rate Would Further Delay Profitability

19. As I mentioned earlier, XM is predicted to be profitable for the first time in 2010.

However, a royalty rate higher than 0.88 percent will delay and disrupt XM's path to profitability
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at a critical stage in the business's evolution. Absorbing a high royalty cost will clearly delay

profitability. Trying to offset a higher royalty cost by increasing the monthly subscription fees

charged to consumers could also slow subscriber growth, which is a key driver ofXM's overall

financial performance. Furthermore, XM has a large fixed cost base due to the significant

infrastructure required to support its complex business. This leaves only variable costs to cut to

offset a higher royalty fee. Cutting important variable costs in key areas like customer service,

technology and especially marketing could also have a negative impact on our business.

Considering the enormous investment made to date by the company, I believe that a 0.88 percent

royalty rate will generate more than $ 106 million in compensation to the labels while allowing

XM to continue on its path to profitability.

20. With respect to an attempt to increase revenue in response to a higher royalty rate, Steve

Cook testifies that even if raising monthly subscription rates was possible it would decrease

subscriber growth, With respect to cutting costs in response to a higher royalty rate, XM would

have to cut from line items in one or more of the following categories; (a) marketing and sales

costs; (b) programming and broadcast costs; (c) depreciation and amortization; (d) other costs

such as interest expense; (e) general corporate costs, including research and development; or

(f) revenue sharing and royalty payments. Tony Masiello (broadcast operations), Eric Logan

(programming), and Steve Cook (marketing) testify in detail about the role of these categories in

XM's business.

21. To provide a better understanding of their testimony, I will describe the components of

these cost categories. Specifically, I will address each of six major cost categories comprising

XM's $ 1.2 billion of total costs in 2005 that are shown on Vendetti Exhibit 13. I will also

breakdown XM's $558 million of revenue realized in 2005. In this context, I want to note that I
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have reviewed the allocations that Dr. Woodbury has made of line items in Exhibit 13 (although

I have not reviewed Dr. Woodbury's testimony in its entirety). Based upon this review and my

analysis of these costs, I believe that Dr. Woodbury's allocations are conservative (i.e., he over-

allocates these costs to what he calls "Hand-offProvider Costs").

22. Before I begin, however, I want to clarify the accounting concept of"depreciation and

amortization" that I use in this description. As you know, depreciation and amortization

represent the costs associated with a capital expenditure, spread out relatively evenly over the

purchased asset's useful life rather than accounting for an expenditure all at once. For example,

a capital expense of $ 100 million for a factory that has a 10 year useful life typically would not

appear in the financials as a $ 100 million charge in the first year, but rather would appear as

"depreciation and amortization" in each of the 10 years of the factory's useful life (e.g., $ 10

million per year). Vendetti Exhibit 14 demonstrates how XM capital expenditures actually

occurred disproportionately as up-front expenditures, although as an accounting matter XM

reflects these costs spread out over time using depreciation and amortization.

a. XM's Annual Marketing and Sales Costs

23. Steve Cook describes XM's Marketing and Sales Costs, and why they are vital to

subscriber growth. See Direct Testimony of Steve Cook. XM's costs relating to Marketing and

Sales activity were $604 million in 2005. This is what XM must pay to distribute and sell its

radios and subscription service in its automotive OEM, retail, and direct channels as well as

handle customer service. As set forth in Vendetti Exhibit 15, these costs are comprised of

subsidies and distribution to OEMs and retailers (44%), advertising and marketing (27%),

customer care and billing operations (13%), cost ofmerchandise sold by XM (7%), amortizing
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XM's guaranteed payments to GM over the life of the contract (6%), and marketing retention

and support (4%).

24. Subsidies 8r. Distribution. Costs of subsidies and distributions were $265 million for 2005.

These costs include the subsidization of radios manufactured, commissions for the sale and

activation ofradios, and certain promotional costs. This is what XM must spend to encourage

the manufacturers to keep the retail price of an XM radio attractive to the consumer. These costs

are primarily driven by the volume ofXM-enabled vehicles and aftermarket radios

manufactured, sold and activated through our automotive OEM partners and retail channel, and

promotional activity.

25. Advertisinu 8c, Marketina Advertising and marketing costs were $ 163 million for 2005.

During the year, XM has featured advertising with popular figures such as Derek Jeter, Ellen

DeGeneres, David Bowie, and Snoop Dogg. These activities build XM brand awareness,

recognition, sales, and subscriber growth. XM has achieved success in these areas through

coordinated marketing campaigns that include advertising and marketing through various media,

as well as through promotional marketing relationships with partners such as DirecTV and AOL

These costs are driven by XM's advertising needs and contractual obligations to XM's content

providers. In addition XM invests heavily in cooperative advertising with OEMs and retailers.

These include both contractual and discretionary marketing development funds that XM's

distribution partners use for Sunday circulars, in-store promotions, and OEM dealer marketing

and training. These costs are driven by XM's contractual relationships with its distribution

partners.

26. Customer Care & Billing Onerations. Costs of customer care and billing operations were

$76 million for 2005. These include expenses from customer care functions as well as internal

10
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information technology costs associated with subscriber and billing applications. These costs are

primarily driven by the size and rate of growth of our subscriber base. The quality ofour

customer care operations significantly affect subscriber retention: no subscription-based business

survives without keeping its customers satisfied, and these expenditures keep the help-line

phones ringing with friendly'staff to answer.

27. Costs ofmerchandise/eauioment sold directlv bv XM. The costs of

merchandise/equipment sold directly by XM to future subscribers were $41 million for 2005.

XM sells merchandise directly to consumers through XM's online store, customer care, in

cooperation with many ofour partners, and at XM-owned kiosks. Costs ofmerchandise consist

primarily of the costs of radios and accessories, including hardware manufacturer subsidies, and

related fulfillment costs associated with the direct sale of this merchandise, These costs are

primarily driven by the volume of radio sales as well as the cost ofpromotional programs used to

sell the radios.

28. Amortization of GM liabilitv. Costs associated with amortizing XM's liability to GM were

$37 million for 2005. This is what XM has paid under contract to GM to secure GM's

participation as an early partner in XM's venture. These costs are driven by XM's contractual

obligations to GM.

29. Retention and Suuoort Expenses. Retention and support are the fixed costs associated with

XM's Marketing Department, consisting primarily ofheadcount and related overhead expenses

for the staff responsible for driving all ofXM's consumer marketing activities. Retention and

support costs were $22 million for 2005.

11
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b. XM's Annual Programming and Broadcast Costs

30. Bric Logan details XM's programming and content acquisition strategies and Tony

Masiello describes XM's broadcast operations and satellite and terrestrial facilities. See Direct

Testimony ofEric Logan; Direct Testimony ofAnthony J. Masiello. XM's costs relating to its

programming and broadcast totaled $ 160 million in 2005. As set forth in Vendetli Exhibit 16,

these costs comprise of, as a percentage of the foregoing total costs, programming and content

(63%), satellite and terrestrial (26%), and broadcast operations (10%).

31. Prom ammina and Content. Costs ofprogramming and content were $101 million for 2005.

This includes both music and non-music programming costs. The costs ofmusic programming

are associated with the 69 commercial-&ee music channels on XM. This includes costs of

programming staff, on-air talent, and payments for third party content. It also includes the costs

of exclusive XM music programming like the Artist Confidential series. It does not include

copyright royalties or advertising revenue shares paid to content providers. The costs ofnon-

music programming includes not only getting access to the news, talk, and sports that XM

broadcasts, but also the expert presentation, arrangement, commentary, and variety that make

XM unique. These line items include the creative, production and licensing costs associated with

the approximately 100 non-music channels ofXM-original and third party content. Much of this

programming is either exclusive to XM or branded.

32. Satellite & Terrestrial Reoeater ODerations. Tony Masiello details the effort required to

develop, launch, operate, and maintain the XM service, including information regarding XM's

satellite and terrestrial repeater network. See Direct Testimony ofAnthony J. Masiello. Costs of

satellite and terrestrial repeater operations were $42 million for 2005. This is the cost ofkeeping

the satellites on course and the ground repeaters humming. These costs include telemetry,

12
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tracking and control of XM's satellites, in-orbit satellite insurance and incentive payments,

satellite uplink, and all costs associated with operating our terrestrial repeater network such as

power, maintenance and operating lease payments as well as XM's personnel costs.

33. Broadcast 0 erations. Costs ofbroadcast operations — such as getting content feeds to XM

so they can be sent up to the satellites — amounted to $ 17 million for 2005. This line item

includes costs associated with the management and maintenance of systems and facilities,

software, hardware, production and performance studios used in the creation and distribution of

XM-original and third party content via satellite broadcast, the Web, and other new distribution

platforms. The advertising trafficking (scheduling and insertion) functions also are included.

c. XM's Depreciation and Amortization

34. De reciation and amortization. Costs of depreciation and amortization were $ 146 million

for 2005. This figure represents the portion XM had to expense in 2005 of all capital

expenditures put into service to develop, build, launch, and bring online its satellite and

terrestrial repeater network as well as information technology hardware and software,

d. XM's Other Costs

35, XM's other costs totaled $ 111 million for 2005. As set forth in Vendetti Exhibit 17, these

costs are comprised of net interest expense (76%), other loss (24%), and equity loss (0%).

36. Net Interest Ex ense. Net interest expense was $ 84 million in 2005. It is comprised of

interest that XM must pay on its over $ 1 billion of debt, less the interest that XM earns from its

cash balances.

37. Other Loss. Other losses were $27 million for 2005. This line item consists mainly of de-

leveraging expenses, which are the cost to XM of incentives for early conversion ofXM's debt.

13
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During 2006, XM replaced its existing debt structure, moving from higher-rate secured debt to

lower-rate unsecured debt.

38 ~Euit Loss. There were no equity losses in 2005. However, beginning in 2006, XM will

realize losses associated with its 23% equity in'vestment in Canadian Satellite Radio.

e. XM's Annual General Corporate Costs

39. XM's costs relating to general corporate operations totaled $ 110 million in 2005. As set

forth in Vendetti Exhibit 18, costs are comprised of general and administrative costs (40%),

research and development (28%), information technology and facilities administration (22%),

and advertising sales (9%).

40. General & Administrative. General and administrative costs were $44 million in 2005.

General & administrative expense primarily include management's salaries and benefits,

professional and legal fees, general business insurance, as well as other corporate expenses.

These costs have been predominantly driven by personnel costs and infrastructure expenses to

support our growing subscriber base. As XM's subscribership grows, so do its administrative

responsibilities.

41. Research & Develo ment. Tony Masiello describes XM's research and development

approach, including the decision to develop consumer equipment in-house. See Direct

Testimony of Steve Cook, Costs of research and development were $31 million for 2005.

Unlike terrestrial radio broadcasters, XM had to design almost every aspect of its technology,

from the satellites to the design of the radio receivers. XM's in-house Innovation Center

continues to develop and enhance new applications and hardware devices to leverage XM

service-delivery infrastructure. These initiatives drive R&D expenses going forward. In

14
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addition, XM's Innovation Center plays a key role in assisting automotive OEM partners in

coming on-line with factory-activated units.

42, Information technolo and facilities administration. These costs were $24 million for

2005. These costs include direct operating expenses associated with new system development

and maintenance of existing infrastructure for all of the information technology at XM. This

accounts for back office operations, general corporate operations, and IT infrastructure—

everything from data storage to phones. Also included are all facilities costs associated with the

maintenance and upkeep of all XM locations, including salaries and benefits associated with the

facilities team,

43. Ad Sales Ex enses. XM's ad sales expenses were $ 10 million for 2005. These expenses

are the direct costs to support the ad sales group that sells XM's inventory of advertising,

primarily on XM's non-music channels. These costs include items such as salary, benefits, sales

commissions, travel, trade media, event marketing, training or demonstration radios, promotional

items, partner events, partner marketing, marketing research R analysis, printing, office supplies,

office space rental, computer, and telecommunications. They exclude the content provider

revenue share with those third parties that get a percentage of XM's ad sales revenue.

f. XM's Annual Revenue Share and Royalties

44. Revenue Share and Ro alties Revenue share and royalty costs were $94 million for 2005.

These expenses consist of several items. First, they include shares of subscription fees that XM

pays to some of the distribution partners who directly cause XM to acquire those subscribers.

XM's revenue share arrangements vary by retail and OEM partners. Without financial

arrangements such as these with its distribution partners, those partners would have little

incentive to market XM radios and service the consumers that are essential to XM's business.
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These costs will grow as our subscriber base grows. Second, they include copyright royalties

which are the cost of the payments XM makes to composers, music publishers, performing

artists, and record labels for public performances of their creative works broadcast on XM.

These expenses typically are driven by the royalty rates and XM's revenue. Third, they include

content provider revenue share costs paid to content providers such as Fox News. These costs

are driven by ad sales revenue generated on third-party channels. Finally, they include

technology royalties that are paid to radio technology providers and revenue share expenses

associated with the licensing of technology (for example, the technology in our chipsets). These

costs are driven by XM's subscriber base and volume ofunits produced or activated.

g. XM's Annual Revenue

45. XM's revenue is expected to total $558 million for 2005. As set forth in Vendetti Exhibit

19, this revenue is comprised mainly of subscription revenue (90%), with a small amount of

revenue from other sources. I describe these revenue components ofXM's operating income

immediately below.

46. Subscription Revenue. Subscription revenue was $503 million for 2005. This revenue

consists primarily of the monthly subscription fees XM charges for its satellite radio and data

services. As Steve Cook describes, the undiscounted standard subscription fee is $ 12.95 per

month, and the monthly fee for data services ranges broadly &om approximately $30 to over

$ 100 depending upon the data services at issue. Subscription revenue growth is predominantly

driven by the growth in our subscriber base but is affected by fluctuations in the percentage of

subscribers in our various discount plans and rate changes. Additionally, the timing of

subscriber additions affects comparability between time periods given that this revenue is

recognized as the service is provided.

16



PUBLIC VERSION

47. Net Ad Sales. Revenue from net ad sales was $20 million for 2005. This revenue consists

of sales of advertisements and program sponsorships, primarily on XM's non-music channels,

that are recognized in the period in which they are broadcast. Net ad sales revenue includes

advertising aired in exchange for goods and services, which is recorded at fair value. Net ad

sales revenue is presented net of agency commissions.

48. Revenue from direct sales of e ui ment b XM. Revenue generated by direct equipment

sales was $ 18 million for 2005. This is what XM receives from its own sales of satellite radio

receivers, This revenue is recognized at the time of shipment or delivery of the equipment.

Discounts on equipment sold with service are allocated to equipment and service based on the

relative fair values of delivered items.

49. Activation Fees. Activation fees were $ 10 million for 2005. These are one-time fees that

range from $9.99 to $ 14.95. They are non-refundable and recognized ratably over a 40-month

period.

50. Ro alties A Other Revenue. Royalties and other revenue were $7 million for 2005. This

includes gross receipt taxes, broadcast/recording activities, and invoicing fees, as well as revenue

generated through XM's relationship with Canadian Satellite Radio. In 2006, an increasing

portion will be driven by syndication arrangements such as with Opie & Anthony.

XM's Current "Pa back Period" For A New Subscriber Is Prohibitivel Lon But Is Decreasin

51. Another way to analyze XM's financial performance is on a per subscriber basis.

Specifically, by comparing the cost to add new subscribers to the profit generated by those

subscribers, it is possible to determine how many months or years subscribers needs to remain

signed up for XM before they generate a profit (the "payback period").
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52. A metric XM uses to measure the cost of adding a new subscriber is Cost Per Gross

Addition ("CPGA*'). As XM has achieved scale by successfully growing its customer base to

over 7 million subscribers, CPGA has declined from $430 in 2002 to $ 109 in 2005. See Vendetti

Exhibit 20. This means that on average XM spent $ 109 on total distribution and marketing costs

to add each subscriber in 2005. CPGA is forecasted to fall even further by 2010, to $90.

53. To determine profitability, XM also has to analyze the profit or loss generated by the

average new subscriber. This per subscriber profit or loss is different from the $ 12.95 monthly

subscription fee. First, there is a reduction for the discounts XM offers, such as the multi-year

discount and family plan. This reduced the average monthly subscriber revenue to $9.82 in

2005. See Vendetti Exhibit 21. Next, costs are subtracted out. This converts the gross revenue

to a profit or loss. In 2005 it was a loss of $3.93. This per subscriber per month figure is

forecast to become increasingly positive over the next five years, however, turning into a profit

of $2.24 by 2008 and growing to a profit of $4.26 in 2010.

54. By simply dividing the costs of acquiring a new subscriber ($93 in 2008) by the profit

generated by the new subscriber ($2.24 per month in 2008), it is possible to determine how many

months a new subscriber must keep subscribing until the profit they generate "pays back" the

costs incurred by XM to acquire them. Using analysts'008 cost and profit figures this payback

period is 41 months, or about 3~/2 years. See Vendetti Exhibit 22. As noted above, this is too

long a payback period upon which to build a sustainable subscription service. Fortunately,

however, the length of this period has been getting shorter, as CPGA has been decreasing and

profit per subscriber has been increasing. These positive trends are projected to continue and

result in a payback period of only 21 months by 2010. See Vendetti Exhibit 22. During this

transition, however, XM's financial performance on a per subscriber basis remains challenging.
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Moreover, until there is a profit on a per subscriber per month basis in 2007, the payback period

is not meaningful (i.e., because the average subscriber is generating monthly losses instead of

profits XM cannot recover the CPGA expended to acquire the subscriber).

55. In sum, XM has needed to invest billions of dollars supplied by investors and creditors to

create and operate a brand new service for consumers, and will require substantial additional

investment for ongoing operations and capital expenditures during the next several years.

Although XM has succeeded in attracting over 7 million subscribers and is forecast to achieve

profitability by 2010, to date it still has yet to achieve a profit either on an aggregate or per

subscriber basis. The 0,88% royalty rate proposed by the services already would result in a

payment by XM to the record labels of at least $ 106 million over 6 years. A higher rate would

further delay XM's profitability and potentially impact its ability to access the financial markets.

In my opinion, this could put XM at greater financial risk.

56. XM also proposes a set of associated terms along with the rate proposal. I have reviewed

these terms. While compliance with these terms could impose significant administrative burden

and expense on XM, XM would support adoption of these terms in this proceeding.
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